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Although there has been an increased interest in the connection between 
marketing expenditures and its contribution to strengthening firm financial metrics, there 
are few studies examining the changes to those firm financial metrics following firm 
adoption of a specific marketing strategy, in this case, firm adoption of an official sports 
sponsorship.  Investments in official sports sponsorships are decidedly strategic activities 
that require the utilization of firm financial and human resources in an environment that 
is external to the firm.  As explained by Srivastava, Shervani, and Fahey (1998), market-
based assets arise from the commingling of firm resources with entities external to the 
firm, in the context of this study, official sports sponsorships serve as the tool by which 
firms interact with their external environment, which have the potential to create market-
based assets, which are hypothesized to contribute to firm financial success.  This 
proposition was tested in a series of two essays in this dissertation.  In the first essay, I 
examined the effects of the adoption of an official sports sponsorship on firm market 
liquidity, finding that firms who adopted official sports sponsorships experienced 
improvements in firm market liquidity for the time period examined.  Also, a noteworthy 
finding was that firms with relatively lower levels of advertising intensity experienced 
better returns to liquidity than for firms with relatively higher levels of advertising 
intensity.  This essay provides initial support for the contention that firm investment in 
official sports sponsorship may contribute to the creation of market-based assets, leading 
to improvements in firm financial metrics.  The second essay examined the influence of 
adoption of official sports sponsorship on firm risk.  Findings support the idea that firm 
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investment in a strategic marketing initiative, official sports sponsorship, may contribute 
to the process of creation of market-based assets, leading to improvements in the 
financial measure of firm risk.  Also, the essay found that firms with relatively lower 
levels of advertising intensity experienced better returns to firm risk than for firms with 
relatively higher levels of advertising intensity.  Overall, the contribution of this 
dissertation is that firm investment in a strategic marketing investment, official sports 
sponsorship, may have the potential to create market-based assets, which could provide 
improvements to firm financial metrics.  Implications for theory and managers are also 
discussed. 
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There has been a dramatic change in the way firms manage and direct their 
marketing communications strategies.  As pointed out by Cornwell, Pruitt, and Clark 
(2005, p. 401), the preferred mediums of firm communication have experienced a 
‘…quiet, yet significant transformation over the past two decades.’  In fact, Rust and 
Oliver (1994) predicted the death of traditional advertising techniques due to the 
fragmentation of various advertising mediums and to emerging technological 
developments, such as the propagation of electronic devices which allow the consumer to 
skip through commercials at the push of a button, or to avoid those forms of advertising 
altogether.  Also, the proliferation of web-based content leaves firms with the inability to 
reach target audiences, as the viewer may watch programs at their own convenience 
through authorized or unauthorized channels.  As a result of this transformation, firms 
have sought to understand and exploit alternative advertising and marketing mediums and 
to leverage their advertising expenditures by seeking out those types of promotional 
activities and strategies which have the potential to deliver the most impactful returns to 
the firm. 
A viable alternative to traditional advertising is sponsorship-linked marketing 
(Cornwell 1995).  Support for the growing use of this medium as an alternative to 
traditional advertising can be found in the fact that although the growth of advertising and 
sales promotions have declined in recent years, the growth of investments in sponsorship-
related marketing initiatives have continued to outpace those investments in traditional 
marketing mediums.  This trend can be observed in Figure 1, which compares the annual 
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growth of expenditures for traditional marketing activities, advertising and sales 
promotions to the growth of sponsorship-related expenditures.  This relative growth of 
sponsorship-related expenditures is predicted to continue to grow, relative to overall 
advertising expenditures, in the coming year.  This is supported by the fact that overall 
advertising expenditures are estimated to decline by 4.0% in 2010 while expenditures on 




Meenaghan (1983, p, 9) defined sponsorship as, “…an investment, in cash or in-
kind, in an activity, in return for access to the exploitable commercial potential associated 
with this activity.” This definition emphasizes the fact that a sponsorship agreement often 
involves the utilization of firm resources, financial or otherwise, in order to establish a 
relationship with an entity external to the firm.  As a result of this exchange, firms gain 
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awareness of their product or service, and to reach various markets.  Consequently, 
sponsorship has become a widely recognized promotional tool utilized by firms seeking 
to reach various consumer- and market-based audiences (Cornwell 2008; Gardner and 
Schumann 1988).  Indeed, firms who have adopted sponsorship-based marketing 
initiatives have been found to exert an influence on the consumer, resulting in positive 
returns to consumer-based measures such as improved consumer attitudes (McDaniel and 
Kinney 1998; Pullig, Netemeyer, and Biswas 2006), improved corporate image (Javalgi 
et al. 1994; Varadarajan, DeFanti, and Busch 2006), and increased purchase intentions 
(Pope and Voges 2000). 
 A variety of reason are hypothesized as to why firms reap these consumer-based 
benefits of a sponsorship-based marketing initiative, and have been attributed to a variety 
of factors, including the sponsorship fit (Speed and Thompson 2000), or logical 
relationship between the sponsor and the sponsored event, facility or person, the 
hypothesized increased involvement of the individual who views or attends the event 
being sponsored (Pham 1992), and the inseparability of the sponsorship and the event 
being sponsored (Farrelly and Quester 2005).  The fundamental implication is that 
individuals who either view or attend a sponsored event either possess a degree of 
involvement with the event being sponsored, or, can’t avoid the message being delivered 
by the sponsor because the sponsor and the event being sponsored are inseparable.  For 
example, in the course of viewing a Major League Baseball (MLB) game, the individual 
who attends or watches the event on television cannot avoid seeing signs promoting the 
sponsor and other various promotional materials which have been placed in the stadium 
by sponsors, as well as mentions of sponsors by the commentators during the course of 
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the event.  This platform provides sponsors with the potential to overcome the ‘death’ of 
their traditional advertising expenditures which Rust and Oliver (1994) pointed out. 
The findings that sponsorship-based initiatives can positively contribute to 
various consumer-based attitudes and increased purchase intentions has forced many 
firms to transform their marketing communications strategy, necessitating that firms 
adopt changes in their advertising and promotional strategies through the careful 
selection of media, creative content and the overall spending priorities of the marketing 
department (Cornwell, Pruitt, and Clark 2005).  The success of these sponsorship-based 
strategies has also led to the transformation of many marketing departments, forcing 
some to create departments within their marketing department to manage, direct, and 
evaluate choice of sponsorships (Deitz, Evans, and Hansen 2010).  Clearly, the changing 
landscape of technology, combined with diminishing investments in traditional 
advertising mediums has forced firms to make strategic choices about their marketing 
communications strategy and where to invest firm funds 
 The fact that consumers have been shown to generally respond favorably to 
sponsorship-related types of marketing investments has led to an extensive examination 
of this relationship through effects on consumer-based measures.  However, the 
examination of the effects of these types of marketing expenditures on market-based 
responses and measures designed to reflect these responses have received relatively 
sparse attention.  Gardner and Schuman (1988) assert that sponsorship-related marketing 
efforts could potentially play a vital role in forging business linkages, and could serve as 
a signal to the investor community. As a result, there has developed a stream of research 
that has sought to examine market-based responses to sponsorship agreements.  The most 
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commonly utilized method to examine these market-based responses to sponsorships has 
been through event-study methodology.  Event-study methodology is a methodology that 
has traditionally been utilized in the field of finance, and is designed to capture market 
reaction to the announcement of news to financial markets through the calculation of 
abnormal returns to stock prices at or around the time of the announcement of the 
sponsorship agreement (Brown and Warner 1985)1
Despite the push to further examine the contribution of marketing actions and 
strategies to firm financial success, there has been little, indeed, if any, examination of 
the effect of these types of sponsorship agreements on firm financial metrics outside of 
the utilization of changes in shareholder wealth.  Because sponsorships necessarily 
involve the allocation of scarce resources, often over a period of time, the examination of 
the influence of sponsorships and their effect on firm financial metrics measured over a 
period of time could serve to solidify the potential contribution that sponsorships provide 
to the firm.  This gap in the literature, combined with the fact that investors and marketers 
are calling for further accountability for marketing expenditures (Reibstein, Day, and 
Wind 2009, Luo and Bhattacharya 2006), is the basis for examining the role of official 
sports sponsorship and their effects on two firm financial metrics of interest; firm market 
.  Essentially, investors judge the 
strength and quality of the news, and that judgment is reflected in the stock price of the 
firm.  Through application of event-study methodology, researchers have found that the 
market-based response to these announcements has resulted in generally favorable returns 
to shareholder wealth when examining the date of the sponsorship announcement and 
various windows at and around the time of the announcement (e.g., Deitz, Evans, and 
Hansen 2010; Pruitt, Cornwell, and Clark 2004). 
                                                            
1 For a more in-depth explanation of event-study methodology, see McWilliams and Siegel (1997) 
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liquidity and total firm risk.  Another important reason to examine these metrics is that in 
addition to returns,  liquidity and risk measures are major determinants of investor 
decision-making (Moir 1999).  Portfolio managers and individual investors use this type 
of financial information in order to make purchasing decisions.  As such, understanding 
what marketing initiatives influence these important financial metrics is vital.  To close 
this gap in the literature, and examine the returns of the adoption of official sports 
sponsorship to those firm financial metrics, these inquiries are examined in a series of 
two essays. 
The objective of the first essay is to examine the effect of official sports 
sponsorship adoption on firm market liquidity.  Specifically, firms who invest in official 
sports sponsorship are examined to see whether firm market liquidity increases or 
decreases after the adoption of an official sports sponsorship.  Additionally, the changes 
in liquidity for those firms who adopt official sports sponsorships are compared to the 
changes in liquidity for all firms listed in the Center for Research in Security Prices 
(CRSP) database.  Possible theoretical explanations which may have the potential to 
predict and explain market-based reactions to firm adoption of official sports sponsorship 
are also discussed, primarily the theory of market-based assets.  According to the theory 
of market-based assets, assets arise from the ‘commingling of the firm with entities in its 
external environment (Srivastava, Shervani, and Fahey 1998, p. 2). 
Information was obtained from various databases and sources to examine the 
research question in Essay 1.  Information to make various financial calculations was 
gathered from COMPUSTAT and Center for Research in Security Prices (CRSP) 
databases.  The use of these databases to examine the effect of marketing initiatives on 
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the firm is well documented (e.g. Luo 2009; Mizik and Jacobsen 2008; Palmatier 2008).  
Additional information identifying the announcement and characteristics of the official 
sports sponsorship agreements utilized in this study were gathered from the Lexis/Nexis 
database as well as various league and internet websites. 
 The objective of the second essay is to examine the effect of official sports 
sponsorship adoption on total firm risk.  McAlister, Srinivasan, and Kim (2007) found 
that firm investment in advertising and research and development led to reductions in 
firm risk.  The examination of whether firm adoption of a strategic marketing initiative, 
official sports sponsorship in this case, can exert such a similar influence is as of yet 
undetermined in the marketing literature.  In addition to the theory of market-based assets 
(Srivastava, Shervani, and Fahey 1998), as discussed in relation to the first essay, 
signaling theory (Kirmani 1997) is also explained.  Signaling theory states that firms can 
signal to financial market relative strength through the marketing actions that they 
undertake.  The adoption of an official sports sponsorship serves as the signal to investors 
in this essay. 
As with the essay 1, information to make various financial calculations was 
gathered from COMPUSTAT and Center for Research in Security Prices (CRSP) 
databases, and additional information identifying the announcement of and characteristics 
of the official sports sponsorships utilized in this study were gathered from the 
Lexis/Nexis database as well as various league and internet websites.  Multiple regression 
analysis and paired sample t-tests utilizing SPSS 17.0 are used to examine the hypotheses 








 Sponsorship has quickly grown to be a preferred marketing medium for many 
firms seeking to sharpen their marketing messages (Deitz, Evans, and Hansen 2010).   
This is reflected in the fact that spending on sponsorship-related marketing expenditures 
reached $44 billion in 2009 with projections of $46 billion for 2010 (IEG 2009).  Along 
with increased expenditures and increased interest in the sponsorship marketing medium 
has come a stream of research examining the influence of sponsorship agreements on 
various consumer-based measures (e.g., Gwinner 1997; Jalleh et al. 2002; Javalgi et al. 
1994).  As stated earlier, this research stream has generally demonstrated that consumers 
respond favorably to the announcement of sponsorship agreements, and reward the 
sponsoring firm through improved attitudes and purchase intentions toward the 
sponsoring firm (McDaniel and Kinney 1998; Pope and Voges 2000; Pullig, Netemeyer, 
and Biswas 2006). 
 Despite the advance of the examination of consumer-based reactions to 
sponsorships, the examination of market-based reactions to sponsorships has lagged 
behind.  Recent calls by senior marketing researchers (Reibstein, Day and Wind 2009; 
Hanssens, Rust and Srivastava 2009), in conjunction with the Marketing Science 
Institute’s (MSI’s) Marketing Strategy Meets Wall Street research priority to treat “The 
investor community as a customer” (http://www.msi.org/research/index.cfm?id=146), 
further emphasizes the necessity to understand investor-based decision making and their 
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reaction to marketing initiatives.  Although the literature is full of theoretical 
explanations for consumer-based reactions to sponsorship-related initiatives, there is little 
theoretical explanation for investor-based reactions.  A potential theoretical explanation 
is given below for investor-based reaction to sponsorship-related marketing initiatives. 
 
CONCEPTUAL FRAMEWORK 
 This section describes and develops the theoretical framework for the 
relationships examined in the following essays.  According to the hypotheses in the 
following essays, firms engage in a strategic activity, in this case official sports 
sponsorship, which is then hypothesized to have an effect on the firm financial metrics of 
interest; firm market liquidity and total firm risk.  Below is the theoretical explanation of 
the process by which firms utilize and leverage strategic activities in a manner that leads 
to improved firm financial metrics. 
Market-based Assets 
 The measures utilized to capture the effects of marketing expenditures on firm 
performance have changed (Reibstein, Day, and Wind 2009; Rust et al. 2002).   For 
example, generally accepted measures that have been traditionally utilized to examine the 
influence of marketing initiatives have included the measures of consumer attitudes 
(McDaniel and Kinney 1998; Pullig, Netemeyer, and Biswas 2006), brand and corporate 
image (Javalgi et al. 1994; Varadarajan, DeFanti, and Busch 2006), and purchase 
intentions (Pope and Voges 2000).  These consumer-based measures have long been 
accepted as suitable measures to understand how marketing initiatives, such as 
advertising and promotions, exert an influence on consumer-based decision-making.  
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However, in conjunction with the recent global economic crisis, senior firm managers 
and financial officers are now asking for measures that can be explicitly measured in 
terms that can be understood by those who control the purse strings of the firm.  These 
measures are almost exclusively expressed in financial terms.  Given this shift in 
measurement priorities, marketing researchers have sought to capture the effect of these 
marketing actions on market-based measures in addition to traditional consumer-based 
measures.   
 Market-based measures are measures designed to capture investor-based response 
to various firm actions or announcements.  For example, the finance literature has closely 
examined investor-based reactions to dividend and earnings announcements (Aharony 
and Swary 1980), changes in senior management (Beatty and Zajac 1987), financial fraud 
(Fich and Shivdasani 2007), and mergers and acquisitions (Datta, Pinches, and 
Narayanan 1992).  The underlying theme of these types of studies is that the best measure 
to capture reaction to actions involving the firm is through changes in shareholder wealth, 
which is calculated as the product of share price and number of shares outstanding.  
Because the efficient market hypotheses posits that investors react quickly to information 
as it is introduced to markets (Fama 1970), the finance literature has utilized this market-
based response extensively to evaluate the response by investors to announcements of 
firm actions and news. 
 Taking a cue from the finance literature, and from senior executives who are 
demanding accountability for firm expenditures and marketing investments, marketing 
researchers have moved to address these demands for accountability through similar 
means.  For example, marketing-finance studies sought to link marketing actions to 
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market-based responses, such as reactions to celebrity endorsements (Agrawal and 
Kamakura 1995), corporate stadium sponsorships (Clark, Cornwell, and Pruitt 2002), 
auto racing sponsorships (Pruitt, Cornwell, and Clark 2004), and various marketing 
initiatives (Rao and Bharadwaj 2008).  These marketing studies utilized the market-based 
measure of changes to shareholder wealth to examine the marketing phenomenon under 
investigation.  These studies have served to strengthen the marketing-finance interface, 
and to advance the use of a market-base measure to capture responses to marketing 
actions. (e.g., Luo and Bhattacharya 2006; McAlister, Srinivasan, and Kim 2007; Mizik 
and Jacobsen 2008). 
 Although the marketing literature has moved to utilize market-based measures to 
evaluate investor response to marketing actions, many of the studies are ahypothetical 
and seek to simply seek correlations between marketing actions and firm financial 
outcomes.  As a result, there has been scant literature seeking theoretical explanations of 
how marketing actions can influence market-based assets, thus leading to superior firm 
financial performance.  One theory of interest that may have the potential to explain 
market-based reactions to strategic marketing initiatives is the theory of market-based 
assets (Srivastava, Shervani, and Fahey 1998). 
 The theory of market-based assets states that certain assets arise from the 
“…commingling of the firm with entities in its external environment” (Srivastava, 
Shervani, and Fahey 1998, p. 2).  To aid in the understanding of how market-based assets 
are defined, it is important to elucidate the meaning of assets.  As Barney (1991) 
observed, an asset can be tangible or intangible, and can be any physical, organizational, 
or human attribute that allows the firm to implement strategic objectives more effectively 
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and efficiently in the marketplace.  As affirmed by Srivastava, Shervani, and Fahey 
(1998), what is less important is the type of assets deployed, tangible or intangible, as the 
importance lies in the fact that these assets are deployed and realized in the external 
marketplace, which are hypothesized to lead to superior firm financial performance. 
Market-based assets are primarily divided into two distinct categories: intellectual 
and relational.  Intellectual market-based assets arise due to the types of knowledge a 
firm possess about their financial and competitive environment, and can include such 
observations as the potential state of market conditions and the firms operating in the 
market (Srivastava, Shervani, and Fahey (1998).  These intellectual market-based assets 
are often due the unique knowledge of individuals within the firm and manifest 
themselves through firm management decisions and the general performance of the firm 
relative to others in the same competitive industry.  The other type of market-based assets 
is relational.  Relational market-based assets can include the relationship between the 
firm and key external stakeholders.  These often develop as the result of agreements with 
channel members, customers, various stakeholders, and through other strategic 
partnerships.  It is these relational assets which are examined more closely in the 
following essays in this dissertation through official sports sponsorship agreements 
between firms and entities in its external environment. 
Why should these market-based assets be of interest to senior firm managers and 
to marketers?  Of particular interest is that these market-based assets have the potential to 
be a source of competitive advantage for firms (Hunt and Morgan 1995) and have the 
potential to contribute to firm financial success and should be cultivated and leveraged.  
It is through these carefully crafted relational agreements that the firm will reap benefits, 
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which the author contends will result in the creation of market-based assets, which, in 
turn, will lead to improved financial performance through increased firm market liquidity 
and decreased firm risk. 
The theory of market-based assets also asserts that in order to contribute to firm 
financial success, such assets must satisfy four criteria.  Those criteria include: 
1. Convertibility: the asset must be able to be exploited in a manner that creates 
an opportunity or in a manner that neutralizes a threat in the external 
environment, leading to creation and/or enhancement of sustained value. 
 
2. Rarity: the asset must be rare in the sense that it must not be possessed by 
rival firms, because if it is possessed by rival firms, the value of the asset is 
diminished. 
 
3. Imitability: the asset must be imperfectly imitable, meaning that it is difficult 
for rival firms to imitate the asset. 
 
4. Unable to be substituted: there must be no strategic equivalent, and the ability 
to develop one must be difficult to rival firms. 
 
Essentially, as explained above, market-based assets are to investors what brand equity is 
to consumers.  This process of satisfaction of criteria to demonstrate the contribution to 
firm financial success of these initiatives shows that investors utilize processes just as 
consumers use in a decision-making process.  Therefore, in order for the asset to 
effectively create market-based assets and to contribute to firm financial success, the 
asset must satisfy these four criteria.  The context of this study, official sports 
sponsorships, meets these four criteria as explained below. 
First, the need for the asset to be convertible, in that firms must be able to use the 
asset to exploit an opportunity, is met as official sports sponsorships are exploited 
through the promotion of firm products and/or services via the asset acquired through the 
sponsorship agreement as well as through firm-based communications such as advertising 
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and promotions which make the general public aware of the agreement.  Second, the 
possession of an official sports sponsorship possesses the quality of rarity.  Official sports 
sponsorships meet this requirement in that they are exclusive to the league, sport, or 
team, and there can only be one official sponsoring firm per league, sport, or team.  
Thirdly, official sports sponsorships are imperfectly imitatable, and leaves rivals with the 
inability to imitate this assets.  Official sports sponsorships are unique to and easily 
identifiable by the association created with the league, sport, or team with which the firm 
enters into agreement with.  Finally, there are no perfect substitutes for official sports 
sponsorships, as rivals aren’t able to possess equivalent assets.  Official sports 
sponsorships meet this requirement in that they provide relationships with the league, 
sport, or team which cannot be substituted.  For example, there can only be one official 
beverage sponsor of the National Football League (NFL) at any given time.  Rivals may 
have the ability to obtain a similar sponsorship in another league or sport, but, individuals 
who limit their exposure to one particular league or sport may not express an interest or 
desire to watch or participate in other leagues or sports, thus, limiting their exposure to 
their chosen league or sport.  Official sports sponsorships meet the criteria set forth by 
Srivastava, Shervani, and Fahey (1998) in creating market-based assets which have the 
ability to enhance firm financial metrics. 
Market-based Assets and Cash Flows 
Srivastava, Shervani, and Fahey (1998) also state that market-based assets have 
the ability to exert an influence on firm cash flows through a process that has the 
potential to accelerate and enhance firm cash flows and to reduce the volatility and risk 
associated with cash flows.  With respect to acceleration of cash flows, the ability of the 
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market-based asset to accelerate cash flows to the firm can have a positive influence on 
the shareholder value of the firm (Srivastava, Shervani, and Fahey 1998).  For example, 
marketing actions which lead to the creation of brand equity (Keller 1993) are 
hypothesized to create differential effects to consumer response based upon how the 
brand is marketed.  This creation of brand equity is hypothesized to increase brand 
awareness and brand attitude, which leads to quicker responses by consumers to the 
marketing efforts of the brand relative to competing brands (Srivastava, Shervani, and 
Fahey 1998).  This response leads to the realization of cash flows to the firm via 
increased sales faster than without the deployment of the market-based asset.  Although 
this relationship between market-based assets and acceleration of cash flows has been 
hypothesized via these consumer-based responses, there is no literature examining how 
these market-based assets can exert an influence over market-based reactions of 
investors.  In the context of this study, it hypothesizes that the official sponsorship 
agreement leads to the creation of a market-based asset for the firm via the strategic 
alliance between the sponsor and sponsoree, and this market-based asset leads to the 
acceleration of cash flows to the firm via increased firm market liquidity. 
When firms seek to take on projects which have a positive net value to the firm, 
they often need to raise capital through the issuance of stock.  When the firm issues the 
stock, it is sold on the open market, and the firm realizes capital from the sale of the 
stock.  However, if the firm’s market liquidity is such that the firm is unable to sell shares 
on the open market easily, or sell the desired quantity of shares, they would be unable to 
raise the capital necessary to take on the additional project(s).  If they are unable to raise 
capital on the open market, they must seek alternative financing.  This alternative 
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financing most usually comes in the form of acquiring capital via a loan through a 
financial institution, which leads to an increase in the cost of capital to the firm through 
legal arrangements and interest fees.  Therefore, the creation of market-based assets via 
the official sponsorship agreement has the potential to lead to increased firm market 
liquidity, leading to the reduction of costs of capital, and the ability to realize revenue 
more quickly through the ability to sell shares on the open market, leading to acceleration 
of cash flows to the firm.   
Srivastava, Shervani, and Fahey (1998) also contend that market-based assets 
have the ability to enhance cash flows to the firm through the generation of higher 
revenues and lowering costs.  In the context of sponsorship research, event-study 
methodology has been utilized in an effort to explore the effect of sponsorship 
announcements on the value of the firm (e.g., Cornwell, Pruitt, and Clark 2005; Deitz, 
Evans, and Hansen 2010).  These studies have generally supported the suggestion that 
firms who announce sponsorship agreements are rewarded with positive abnormal returns 
at and around the time of the sponsorship agreement announcement.  This process 
rewards the firm through increased value for the firm through higher stock prices, which 
can lead to increased capital for the firm.  Also, as described in the previous paragraph, 
the ability of an official sponsorship to create these market-based assets, which leads to 
decreased cost of capital, enhance the cash flows of the firm through decreased costs to 
the firm. 
Market-based assets also have the ability to increase shareholder value by 
lowering the volatility and risk of cash flows (Srivastava, Shervani, and Fahey 1998).  
This process of reduction in volatility and risk is the result of increases in satisfaction, 
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loyalty and retention as a result of market-based assets.  As Srivastava, Shervani, and 
Fahey (1998) point out, when you possess a relatively rare and inimitable asset, such as 
an official sports sponsorship, it creates a barrier to competitors in your marketplace and 
makes firm cash flows less vulnerable to competitive actions.  Official sports 
sponsorships are relatively rare and inimitable, and are hypothesized to lead to the 
creation of market-based assets, which have the potential to meet this test, as investors 
will judge the creation of an alliance between a sponsor and sponsoree as a signal of 
competence on the part of the firm, and as a signal of commitment to the satisfaction of 
customers, clients and employees.  As such, in the context of this study, official sports 
sponsorship agreements are market-based assets which have the potential to accelerate 
and enhance firm cash flows and to reduce the volatility and risk associated with cash 
flows 
Sponsorship as a Strategic Investment 
Marketing strategy is the way in which firm resources are put at risk in search for 
differential advantage, and in a competitive environment, the relationship between 
marketing strategy and firm expenditures is central to firm success (Cook 1985).  As 
implied in the context of this study, one way that firms have attempted to craft their 
marketing strategy and create market-based assets is through their choice of marketing 
medium.  One such strategy that has grown in acceptance among practitioners is 
sponsorship.  As discussed earlier, firms have increasingly utilized sponsorship as a 
distinct strategy to reach actual and potential customers.  While firm investments in 
traditional advertising, such as print, radio and TV, and promotions have declined, firm 
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investment in sponsorship has continued to grow relative to other marketing investments 
(IEG 2009). 
Keeping in step with the growth of sponsorship as a viable marketing investment 
by practitioners is the growth of sponsorship-related research.  The marketing literature 
has grown from early studies which primarily concentrated on consumer-based responses 
to sponsorship agreements, such as attitudes and purchase intentions, while more recent 
studies have moved to examine market-based responses to sponsorships, primarily 
through the use of event-study methodology.  Following is a discussion of the role of 
sponsorship as a strategic marketing investment. 
Why is the choice by a firm to invest in an official sports sponsorship a strategic 
decision?  As Cook (1985) stated, the way in which firms choose to invest their financial 
and marketing resources represents the most basic of marketing strategy.  The fact that 
strategic marketing investments involve the allocation of firm resources, and that the 
investment of those firm resources involves a long-term financial decision, implies that 
investment in official sports sponsorship represents a decidedly strategic activity.  
Srinivasan and Moorman (2005) further state that the choice to enter specific markets or 
invest in partnerships, such as the partnership created by an official sports sponsorship 
agreement, is a strategic commitment on the part of the firm.  Clearly, investments in 
official sports sponsorship are strategic in nature. 
Strategic marketing investments are vital to the success of a firm (Burke 1984), 
however, there is little literature examining market-based responses for firms who choose 
to engage in specific marketing strategies.  One potential reason for this lack of literature 
is that firm investment in strategic relationships has been an overlooked firm initiative 
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despite the fact that these types of strategic investments have the potential to provide 
favorable financial returns to the firm (Srinivasan and Moorman 2005).  This is 
regrettable because strategic firm decisions have the potential to influence not only 
customer-based reactions (Anderson, Fornell, and Mazyancheryl 2004), but, also possess 
the potential to exert influence over market-based reactions.  This dissertation seeks to 
add to this line of research and further expand the literature as it relates to market-based 
reactions to strategic marketing actions. 
Sponsorship investment is an area where there is an elevated level of commitment 
relative to traditional marketing investments and is a more encompassing activity than 
other forms of marketing communication (Yeshin 1999).  This is reflected in the fact that 
many firms utilize their sponsorship at many different levels of the firm.  For example, 
firms may not only utilize the sponsorship to reach consumers through their agreement 
with the sponsorship property, but, may also utilize the sponsorship to entertain clients, as 
a means to reward employees and to boost employee morale and as a venue to introduce 
new products (Cornwell 2008). 
Sponsorship as a strategic investment is further reflected in the fact that 
sponsorship investments generally require a commitment of at least a year, and can often 
extend over an even longer period of time, as evidenced by the Olympic TOP (The 
Olympic Partner Program) sponsorship program, which could entail a commitment of 4-
years on the part of the firm and necessitates a minimum investment of $40 million.  This 
extended commitment obligates the firm to invest not only financial resources, but, also, 
human resources to coordinate the sponsorship as well.  This comes in the form of 
coordination of legal agreements, internal and external promotion of the sponsorship 
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agreement, and on-going communications between the firm and the sponsoree.  Also, 
sponsorships often require activation and leveraging expenditures surrounding the 
sponsorship agreement, which Cornwell (2008) describes as expenditures to promote and 
educate the public about the sponsorship, as well as expenditures to encourage interaction 
with the sponsor.  These activational and leveraging expenses often increase the financial 
outlay of the firm by a factor of 1 to 2 times the original investment (IEG 2009).  This 
type of commitment certainly entails a greater level of commitment than for traditional 
marketing investments, where a campaign may last weeks or months rather than years. 
Another strategic function of sponsorship is reflected in the arrangement of the 
sponsorship itself.  These agreements are between two entities, the sponsor and 
sponsoree, with the intent of attracting or profiting from a third party, fans and customers, 
in order to achieve a series of separate objectives (Yeshin 1999).  These objectives often 
fall under the purview of the firm’s overall set of strategic objectives, such as increased 
market share, increased brand loyalty and increased sales.  As Thwaites (1995) observed, 
a unique strategic characteristic of sponsorship is found in its ability to contribute to a 
wide range of objectives at the corporate and brand level.  This implies that sponsorships 
often aren’t only acquired in order to achieve a single objective; rather, they are obtained 
to address a wide range of firm strategic objectives. 
Sponsorship agreements also represent a coordinated commitment on the part of 
the firm’s financial and human resources, which is reflective of a strategic commitment 
on the part of the firm.  As explained earlier, sponsorships require the commitment of 
firm funds over a period of time.  These commitments are largely backed by firm 
expenditures to not only the sponsoree, but, these expenditures also go towards the 
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promotion of the sponsorship to entities internal and external to the firm.  Beyond this, 
sponsorship agreements entail the utilization of human resources within the firm to 
manage and direct the sponsorship.  If the firm doesn’t possess the human talent to 
coordinate the sponsorship, then, the management of the sponsorship is outsourced to an 
external entity, at an additional cost to the firm.  This combination of a pledge of 
financial and human resources further signifies a strategic commitment on the part of the 
firm. 
Overall, this study has demonstrated that the adoption of an official sports 
sponsorship represents a decidedly strategic activity on the part of the firm.  The 
commitment on the part of the firm comes through the allocation of scarce firm 
resources, both, financial and human, over an extended period of time.  Also, the 
sponsorship agreement is in conjunction with an entity external to the firm, which 
Srivastava, Shervani, and Fahey (1998) describe as a market-based asset, which can best 
be described as an attempt by both parties to reach a third-party through the agreement.  
These factors contribute to the suggestion that official sports sponsorship agreements are 
strategic in nature. 
Firm Financial Metrics 
 As marketing literature has moved to address the role of marketing activities in 
their contribution to the firm through their influence on firm financial metrics, a common 
thread has been to utilize measures related to shareholder value to capture this 
phenomenon.  Generally, senior firm managers and leaders are charged with one task, 
that is to carefully consider their decisions so that the firm may reach a common goal; 
maximization of shareholder wealth (Markowitz 1959).  Day and Fahey (1988) further 
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explain that senior management has changed their view about the role of marketing and 
its place in the firm, moving from treating marketing as an activity that contributes to 
success in the product marketplace to an activity that shares the same goal as senior firm 
managers and leaders, which is improvement of shareholder wealth.  Marketing literature 
has followed this line of thought, and is reflected in the marketing-finance literature 
whereby researchers examined the influence of marketing actions and decisions on 
shareholder value through market-based reactions to such marketing activities as 
celebrity endorsements (Agrawal and Kamakura 1995), sponsorship agreements (Clark, 
Cornwell, and Pruitt 2002; Pruitt, Cornwell, and Clark 2004), green marketing strategies 
(Mathur and Mathur 2000), new product preannouncements (Sorescu, Shankar, and 
Kushwaha 2007), and firm innovation (Sood and Tellis 2009). 
 Although shareholder value is widely considered to be the best measure of 
market-based reactions to firm financial and marketing strategic decisions, there are 
additional measures of interest to investors.  Moir (1999) observes that there are three 
primary metrics of interest to fund managers, including historical returns2
 
, liquidity and 
risk.  As discussed previously, marketing literature has moved to address the issue of 
historical returns via shareholder wealth, however, the examination of strategic marketing 
actions on liquidity and risk are much less clear.  Below, the concepts of liquidity and 
risk, their relationship with market-based assets via strategic marketing actions, in this 
case firm adoption of official sports sponsorship, and their relationship with each other 
are discussed. 
                                                            
2 Because shareholder value is a function of firm stock price and number of shares outstanding, the 
relationship between returns and shareholder wealth is such that increases in stock prices, which, when 




 Before moving forward in the conceptual development of this dissertation, it is 
important to distinguish between two different types of liquidity which have been 
examined in the finance literature.  The first type of liquidity is referred to as firm 
liquidity, which is generally defined as the ease with which a firm can obtain funding, or 
by the amount of easily convertible assets the firm owns (Brunnermeier and Pedersen 
2009).  The measures used to account for firm liquidity are accounting based measures 
such as cash on hand, accounts receivable and short term investments.  These measures 
can also be included in various formulas to calculate liquidity ratios, such as the current 
ratio, which is the firm’s current assets divided by current liabilities.  This measure gives 
investors an idea of the firm’s ability meet their short-term financial obligations, such as 
payment of debts, payroll obligations, and other firm related expenditures.  Although this 
measure may be of interest to investors, the examination of this type of liquidity is 
reserved for future research.  Instead, the focus of this study is on firm market liquidity, 
which is the ease with which the firm’s stock can be traded on an open exchange 
(Brunnermeier and Pedersen 2009). 
 Firm market liquidity is defined as “…the ease with which it (firm stock) can be 
traded” (Brunnermeier and Pedersen 2009, p. 2201), and has also been defined as the 
“relative attractiveness of a stock” and “ease of trading that stock” (Chordia, Roll, and 
Subrahmanyam 2002, p. 112).  Markets can also be described as being liquid in that 
markets are liquid when there is a sufficient number of buyers and sellers such that a 
large volume of financial securities can be traded without price distortions.  The measure 
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of firm market liquidity is most often proxied by trade-based measures such as trading 
volume, or order-based measures such as price spreads. 
 Market-based assets, or those assets which arise from the “…commingling of the 
firm with entities in its external environment” (Srivastava, Shervani, and Fahey 1998, 2) 
have the potential to bring to bear an influence over financial metrics outside of those 
effects on shareholder wealth.  In the context of this study, it hypothesized that a specific 
strategic marketing investment, adoption of an official sports sponsorship, leads to the 
creation of market-based assets, which, in turn, influences investor decision-making, 
leading to improved firm market liquidity.  However, what is the relationship between 
market-based assets and firm market liquidity?  As Srivastava, Shervani, and Fahey 
(1998) describe, the creation of these market-based assets via the partnership formed 
between the firm acquiring the sponsorship and the entity external to the firm, have the 
potential to lead to increased market performance.  According to the efficient market 
hypothesis (Fama 1970), investors judge the value of a firm’s stock based upon 
information that is available to the market, which is in turn reflected in the firm’s stock 
price.  Because investors judge this information, and incorporate it into an important firm 
financial metric, stock price, it has the potential to accelerate cash flows to the firm.  This 
process is accomplished through two primary methods.  First, the firm can accelerate 
cash flows to the firm through issuance of stock which is easily traded on an open 
exchange.  When investors judge the actions of a firm in a favorable manner, the stock 
can be more easily traded, meaning that the firm can raise funds more quickly and at less 
of a cost to the firm than if the firm market liquidity was less.  This process leads to a 
reduction in costs for the firm, which then leads to an acceleration of cash flows to the 
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firm.  Second, because the market-based asset signals to the investment community 
relative firm strength and the long-term commitment of firm financial and intellectual 
resources, the transaction costs associated with purchase of the stock will be lower 
relative to other firms.  These processes contribute to the overall firm market liquidity of 
the stock of the respective firm. 
Risk 
 Risk is generally defined as a “…firm’s sensitivity to the changes in market 
returns” and is called beta in the finance literature (Fama 1970).  Portfolio theory 
suggests that individuals are able to construct a portfolio of stocks in such a manner that 
they are able to reduce the nonsystematic risk, or individual risk, of those stocks 
(McAlister, Srinivasan, and Kim 2007) with the remaining risk, systematic risk, reflective 
of the extent to which the stock is responsive to the movement of the average return on 
all stocks in the market.  Risk is important for a variety of reasons; the primary 
consideration is that it is a firm financial metric of interest to investors (Brunnermeier and 
Pedersen 2009), and is often used as information by investors and portfolio managers to 
make decisions about which securities to invest their funds (Moir 1999). 
 The role of market-based assets and their relationship with firm risk is a matter of 
understanding the relationship between risk and the financial position of the firm.  
Beaver, Kettler, and Scholes (1970) found that greater risk was related to the following: 
• Lower liquidity as a result of the relationship between current and fixed assets, 
meaning that volatile returns have an effect on the current assets of the firm, 
usually cash and accounts receivable, and less of an effect on fixed assets; 
 
• Higher levels of earning variability because the volatility of the stock results in 




• Lower dividend payout as a result of the unpredictability of returns to the firm, 
meaning that the firm will reserve assets and pay out a lower percentage of 
earnings. 
 
These factors, which are associated with greater risk to the firm stock, will lead to the 
reduction of cash flows to the firm as the result of lower market liquidity, higher 
volatility and unpredictability of returns.  As a result, the creation of market-based assets 
via official sports sponsorship agreements, which have the potential to signal to investors 
the long-term plans of the firm and of their investment of firm financial and intellectual 
investments, have the potential to reduce the risk of the firm.  This reduction in firm risk 
should then lead to improved cash flows to the firm and to the investor through dividends 
and returns to the stock. 
Relationship between Liquidity and Risk 
  The role of marketing and its relationship with firm risk has recently received 
attention in the marketing-finance literature (e.g., McAlister, Srinivasan, and Kim 2007; 
Luo and Bhattacharya 2009).  McAlister, Srinivasan, and Kim (2007) explored the 
relationship between firm advertising and research and development expenditures and 
firm systematic risk, which is a function of risk inherent to the entire market, finding that 
advertising and research and development expenditures, scaled by firm sales, lower a 
firm’s systematic risk.  Luo and Bhattacharya (2009) examined the relationship between 
corporate social performance and firm-idiosyncratic risk, which is risk that cannot be 
explained by changes in market, rather, are a function of risk associated with the 
individual security.  They found that higher corporate social performance lowers firm-
idiosyncratic risk.  Despite these advances in the marketing-finance interface as they 
relate to the examination of firm financial metrics beyond shareholder value, no study has 
27 
 
sought to examine the effects of strategic marketing actions on firm market liquidity.  In 
fact, the two studies mentioned above only used measures of firm liquidity, rather than 
firm market liquidity, as control variables.  In order to better describe and understand the 
relationship between firm market liquidity and risk, that relationship is further explored 
below. 
 Because the marketing literature hasn’t examined the relationship between 
liquidity and risk, this study draws upon the finance literature for explanations of these 
relationships between the firm financial metrics studied in this dissertation.  Spiegel and 
Wang (2005) examined the roles of liquidity and idiosyncratic risk in determining returns 
to stock price and found that a firm’s market liquidity is negatively correlated with 
idiosyncratic risk.  In other words, they found that increases (decreases) in a firm’s 
market liquidity were met with decreases (increases) in the firm’s idiosyncratic risk.  This 
relationship is intuitive with a rudimentary understanding of these financial metrics.  
Essentially, Spiegel and Wang (2005) are stating that increases in firm market liquidity, 
measured as the volume of a security for a given month, lead to decreases in firm risk, 
measured through the variance of firm returns.  As firm market liquidity increases, 
investors judge the relative strength of the firm through the relatively higher trading 
volume, which, in turn, leads to reductions in firm risk because the shares of the firm are 
more easily traded on an open exchange.  Because the research shows a negative 
relationship between firm market liquidity and risk, this study hypothesizes that the two 
financial metrics examined in this dissertation will be negatively correlated, and react in 










The theory of market-based assets (Srivastava, Shervani, and Fahey 1998) has 
gained acceptance and significant traction in the field of the marketing-finance interface.  
This theory has inspired a growing literature in the marketing-finance interface, and is 
demonstrated in the stream of research examining the effects of marketing actions on 
firm financial metrics.  Srivastava, Shervani, and Fahey (1998) suggest that market-based 
assets have the potential to lead to enhanced, accelerated, and less volatile cash flows to 
the firm.  Important findings from this stream of research have demonstrated that the 
effects of these types of assets generally exert a positive influence on shareholder value 
(e.g., Madden, Fehle, and Fournier 2006; Sorescu, Shankar, and Kushwaha 2007), stock 
price (e.g., Cornwell, Pruitt, and Clark 2005; Luo 2007, 2009), and stock returns (e.g., 
Joshi and Hanssens 2009; Srinivasan et al. 2009; Mizik and Jacobson 2008).  It is 
important to note that the bulk of empirical studies have emphasized the role of market-
based assets on enhancement of cash flows.  This narrow focus has neglected how these 
types of assets can wield influence on the ability of the firm to recognize accelerated and 
less volatile cash flows to the firm.  As a result, strategic marketing investments may be 
being undervalued by researchers and practitioners. 
Even though Srivastava, Shervani, and Fahey’s (1998) framework suggests that 
firm market liquidity is an important financial metric of interest to senior firm managers, 
no other study in the marketing literature has examined this important outcome.  Firm 
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market liquidity is a reflection of the ease with which it (firm stock) can be traded 
(Brunnermeier and Pedersen 2009) and has also been defined as the relative 
attractiveness of a stock and ease of trading that stock (Chordia, Roll, and 
Subrahmanyam 2002).  In the context of market-based assets, firm market liquidity is 
important because it can serve to accelerate cash flows to the firm through expedited 
sales of stock on open exchanges, and can reduce the costs of capital to the firm who may 
otherwise have to seek out alternative financing options. 
Maintaining access to capital is important to a firm in order to meet short- and 
long-term financial obligations, and in order to take on new projects which may have the 
potential to provide positive net financial returns to the firm.  In the absence of adequate 
capital, firms are faced with the decision of where to raise such funds.  If firms have 
sufficient firm market liquidity, they are able to offer shares of stock on an open 
exchange, and are able to realize cash flow to the firm relatively quicker and with less 
expense should the firm have insufficient firm liquidity.  In the event the firm possesses 
exceedingly low firm market liquidity, and is unable to sell their shares on the open 
market, they will have to seek out alternative financing options.  Most often firms will 
then seek financing from a bank or other financial institution.  In this case, the firm will 
incur various expenses that they wouldn’t incur should they have ample firm market 
liquidity.  For example, the firm will most often incur legal costs associated with drawing 
up agreements between the firm and the financial institution, and they will also incur 
finance charges associated with the acquisition of the capital, all of which raise the cost 
of capital for the firm.  Therefore, if a firm is able to maintain sufficient firm market 
liquidity, they are able to accelerate cash flows to the firm.   
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Sponsorship is a highly visible marketing investment, one with increasingly 
strategic implications to the firm.  Previous sponsorship research has shown that there 
exists a generally positive reaction from investors as it relates to sponsorship 
announcements when using measures of abnormal returns to shareholder wealth at and 
around the time of the announcement of the agreement (Cornwell, Pruitt, and Clark 2005; 
Deitz, Evans, and Hansen 2010).  There is little research examining the effects of 
sponsorship on other key financial outcomes. 
A theory which has the potential to explain the influence of sponsorship on 
investor reaction is signaling theory.  Signaling theory suggests that investors assign 
values to the backgrounds, experiences and relational ties of the firm (Certo 2003; 
Filatotchev and Bishop 2002).  In the case of this study, the announcement of relational 
ties of the firm with an entity external to the firm provides a publicly available signal 
which the investor can assess.  From this assessment, they will then have the option to 
incorporate that information into their decision set and evaluate and choose how they will 
apply it.  Since previous research has shown that investors generally reward the firm with 
positive abnormal returns to shareholder wealth at and around the time of the 
announcement of sponsorship announcements, this study anticipates that investors will 
also reward the firm with improved firm market liquidity. 
Official sports sponsorships provide an appropriate framework for the context of 
this study.  First, as Cornwell, Pruitt, and Clark (2005) observed, official sponsorships are 
comparable to the designation of title or main sponsorships, carrying with it a distinction 
which not all sponsorships carry.  This distinction bestows upon the sponsoring firm 
additional rights and privileges which other types of sponsorship partners aren’t allowed.  
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For example, official sponsors are often given the opportunity for on-site access to 
facilities in order to entertain clients and employees, and to interact with participants at 
the venue where the sponsored team or event perform (Business Wire 1998).  Second, 
official sports sponsorships involve a commitment of firm financial and human resources 
over an extended period of time.  To better understand the extent of this commitment, it is 
interesting to note that Gatorade agreed to pay $500 million to become “the official sports 
beverage of the NFL” over a period of eight seasons (Markiewicz 2004).  The implication 
is that official sports sponsorships are by their nature long-term and resource intensive. 
Amihud and Mendelson (1986) state that not only do advertisements for various 
investments and mutual funds stress liquidity considerations, but investment consultants 
and portfolio  managers tailor portfolios to accommodate client liquidity preferences.  As 
Moir (1999) observed, the primary objective of financial portfolio managers is to 
evaluate the relative attractiveness of financial investments based upon firm risk, returns, 
and liquidity.  By enhancing the liquidity of the firm, there is the possibility that potential 
investors will look favorably upon the firm and reward the firm with corresponding 
investments.  These three informational items represent major determinants of investor-
decision making.  The marketing literature has moved to address two of these areas, in 
particular risk (e.g., idiosyncratic risk, Luo and Bhattacharya 2009; total firm risk, 
McAlister, Srinivasan, and Kim 2007) and returns, most usually measured by changes in 
stock price and shareholder value (e.g., Clark, Cornwell, and Pruitt 2002; 
Sorescu, Shankar, and Kushwaha 2007).  In spite of this push towards examining the 
marketing finance interface, the question of liquidity has failed to gain the necessary 
attention it deserves. 
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To address these gaps, this study investigates and answers the following 
questions:  
• What are the effects of strategic marketing investments on firm market liquidity? 
 
•  What is the effect of advertising intensity on firm market liquidity following the 
announcement of a firm’s participation in official sports sponsorship? 
 
• Under what contexts is the relationship between advertising intensity and 
sponsorship-related changes in firm market liquidity strengthened?  Specifically, 
is the relationship stronger in the case of (a) initial announcements; (b) congruent 
sponsorship-event pairings, and; (c) service firms? 
 
The rest of the paper will explain the variables of interest in this study, including an 
overview of firm market liquidity, sponsorship and advertising intensity.  Following 
sections will include conceptual development, outcome measures, and discussion of the 
results and implications of this study. 
 
FIRM MARKET LIQUIDITY 
Firm market liquidity is defined as “…the ease with which it (firm stock) can be 
traded” (Brunnermeier and Pedersen 2009, p. 2201) and has also been defined as the 
relative attractiveness of a stock and ease of trading that stock (Chordia, Roll, and 
Subrahmanyam 2002).   Markets are said to be liquid when there is a sufficient number of 
buyers and sellers such that a large volume of financial securities can be traded without 
price distortions, and is most often proxied by trade-based measures such as trading 
volume, or order-based measures such as price spreads (Grossman and Miller 1988).  In 
the context of this study, it utilizes firm market liquidity, which shouldn’t be confused 
with firm liquidity, which is often proxied by accounting-based measures of the firm, 
sometimes measured by ratios such as the quick ratio (current assets/current liabilities), 
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or by measures such as the amount cash the firm has on hand.  Schwartz and Franconi 
(2004) and Moir (1999) point out that portfolio managers primarily rely upon three 
metrics of interest in consideration of the composition of their portfolios; risk, returns and 
liquidity.  As stated earlier, risk and returns have been addressed in the marketing 
literature, while liquidity, despite its importance, has remained unaddressed.  As such, 
this study will seek to address this gap and explain the relationship between advertising 
expenditures and firm market liquidity following the adoption of an official sports 
sponsorship. 
Why should marketers be concerned with liquidity?  With the advance of the 
marketing-finance interface research agenda has evolved a long line of research 
addressing various topics in the field.  Much preliminary research in the marketing 
literature has addressed basic financial concepts and their relationship with marketing 
actions, such as shareholder wealth, firm value, and firm risk.  Although marketing has 
moved forward and addressed many financial concepts, the effect of the adoption of a 
specific marketing action, official sports sponsorship in this case, on liquidity has 
remained unaddressed.  The fact that it has remained unaddressed isn’t sufficient to 
warrant investigation, but what does warrant the investigation of liquidity is that 
Raghubir et al. (2010) point out that liquidity is an important financial metric when your 
audience is financial markets (investors and market makers).  Combined with the fact that 
the Marketing Science Institute’s (MSI’s) Marketing Strategy Meets Wall Street research 
priority is to treat “The investor community as a customer” 
(http://www.msi.org/research/index.cfm?id=146), marketing must address those concepts 
which investors feel are important in making financial decisions.  Investors and consumer 
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don’t always follow the same cues in decision making.  For example, research has shown 
that consumers generally react favorably through increased positive attitudes and 
purchase intentions to announcements by firms that they are undertaking more 
environmentally stringent (“going green”) production and/or manufacturing processes 
(Shrum, McCarty, and Lowrey 1995), while investors have been shown to react 
negatively to similar announcements as measured by changes in firm stock price, with 
firms experiencing a decline of 3.14% around the time of announcement of the “green” 
initiative (Mathur and Mathur 2000).  Understanding how and under what conditions 
marketing investments elicit responses from investors and contribute to firm financial 
metrics such as liquidity is vital to effectively communicate with those investors.  
Further, the ability to speak the language of finance to firm members who control the 
purse strings, and communicate how marketing investments impact firm financial metrics 
is non-trivial to the long-term survival of marketing. 
In this essay, the relationship between a firm’s participation in an official sports 
sponsorship and its market liquidity is examined.  The theory of market-based assets 
(Srivastava, Shervani, and Fahey 1998) suggests that a firm’s promotions and other 
marketing-related activities create intangible market-based assets (e.g., brand equity), and 
that those assets strengthen performance, including sales growth, market share, 
profitability (Boulding and Staelin 1995; Erickson and Jacobson 1992), and shareholder 
value (Joshi and Hanssens 2009; Rao, Agarwal, and Dahlhoff 2004).  This study suggests 
that both investor and consumer response to those intangible market-based assets help 
insulate the firm from the negative impact of stock-market downturns which leads to 
increased firm market liquidity.  An additional development in the finance literature lends 
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credence to the idea that there is another way marketing actions, such as sponsorship, 
help to create market-based assets which might affect a firm’s liquidity.  Frieder and 
Subrahmanyam (2005) note that because of increased firm awareness due to advertising, 
all else being equal, investors will prefer to hold on to stocks with higher recognition.  
This is supported by Grullon, Kanatas, and Weston (2004), who found that increases in a 
firm’s advertising results in broader ownership of the stock. 
This study utilizes two widely used measures from the finance literature to 
measure firm market liquidity, trading volume (Lipson and Mortal 2007; Mishra 2007) 
and relative effective spread (Battalio, Ellul, and Jennings 2007; Benston and Wood 
2008; Chakravarty, Van Ness and Van Ness 2005).  Trading volume is defined as the 
number of shares of a security traded within a specified period of time (Pagano 1989).  
Since liquidity is defined as “…the ease of trading that stock” (Chordia, Roll, and 
Subrhmanyam 2002, p. 112), this measure is reflective of the ability of the firm or 
individual investor to trade their shares quickly and gain access to funds.  Relative 
effective spread is a function of the difference between the ask, the lowest price a market 
maker is willing to sell the security, and the bid, the highest price that a buyer is willing 
to pay for the security, relative to the price of the security.  This measure is reflective of 
liquidity in that it represents a function of the trading cost involved with the security.  
Higher relative effective spreads mean that the market maker requires a higher premium 







 In this section hypotheses are developed that relate a firm’s participation in 
official sports sponsorship and advertising intensity to its liquidity.  This essay will first 
discuss the effects of firm participation in official sports sponsorship on firm market 
liquidity followed by the role of advertising intensity and its effect on firm market 
liquidity and finally discuss moderating hypotheses. 
Sponsorship 
Sponsorship has become a centerpiece of corporate and brand communications in 
recent years (Deitz, Evans, and Hanson 2010), with the growth of sponsorship-linked 
marketing expenditures outstripping that of traditional advertising and sales promotions, 
with expenditures reaching $44 billion in 2009 with projections of $46 billion in 2010 
worldwide (IEG 2009).  This is supported by the fact that overall advertising 
expenditures declined 4.1% in 2008 while spending on sponsorship-related initiatives 
increased by 11.4% (IEG 2009).  This reflects the sentiment that despite overall declining 
advertising expenditures, sponsorship is considered such an important medium that 
spending continues to grow, and firms continue to utilize sponsorship as a viable 
marketing medium.  Moreover, for many firms, the transformation of marketing 
communications through the use of major sponsorship programs has mandated key 
changes in a variety of aspects of traditional advertising and promotions, including 
content, media choice and placement, and the overall pattern of marketing spending 
(Cornwell, Pruitt, and Clark 2005).  Thus, corporate sponsorship investments represent 
decidedly strategic managerial decisions that are typically associated with changes in 
many aspects of the firm’s broader marketing communications strategy. 
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With increased scrutiny of corporate financial expenditures, and firms wishing to 
evaluate the return on their marketing investment, the value of those investments in 
advertising and marketing expenditures, such as sponsorship, has garnered increasing 
attention in marketing literature, and is reflected in the large body of research indicating 
that advertising has a direct effect on various firm performance metrics including;  sales 
(Dekimpe and Hanssens 1995), profit (Erickson and Jacobson 1992), and firm value 
(Joshi and Hanssens 2009).  These types of investments have generally been shown to 
generate positive financial results to the firm.  Beyond positive returns to firm financial 
performance, additional studies have shown that advertising and advertising-related 
expenditures (i.e. sponsorship), can create market-based resources (Srivistava, Shervani, 
and Fahey 1998), such as improvements to corporate image (Javalgi et al. 1994), brand 
attitude (McDaniel and Kinney 1998), and brand equity (Aaker and Biel 1993; Keller 
1993).   These results support the proposition that these market-based resources aid in the 
formation of a relationship between these market-based resources and firm financial 
metrics that is reflected by firm market liquidity. 
Brand equity is of particular interest as a market-based asset, which has been 
defined as ‘a set of brand assets and liabilities linked to a brand, its name and symbol, 
that add to or subtract from the value provided by a product or service to a firm and/or to 
that firm’s customer’ (Aaker 1996, p. 15), and as ‘the differential effect of brand 
knowledge on consumer response to the marketing of the brand’ (Keller 1993, p. 8).  The 
underlying inference of these definitions is that the value of brand equity is contingent 
upon consumer response, as suggested by Srivastava, Shervani, and Fahey (1998).  An 
additional definition put forth by the Marketing Science Institute (MSI 1989, cited in 
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Faircloth et al. 2001, p. 62), addresses the further component of the market value realized 
by the firm as a result of this equity, and describes it as; “…the value that is added by the 
name and rewarded in the market with better profit margins or market shares. It can be 
viewed by customers and channel members as both a financial asset and as a set of 
favorable associations and behaviors.”  Aaker (1996) and Keller’s (1993) definitions 
address the consumer-based approach to brand-equity, while MSI’s definition 
encompasses consumer-based responses and investor-based responses.  The hypothesized 
investor-based response can be found in the conceptual model for this study found in 
Figure 3.1.  This figure shows that following firm investment in official sports 
sponsorships, the level of firm advertising intensity has a direct effect on investor 
reactions to the agreement.  Further, the logical fit, or congruence, whether the agreement 
in an initial or renewal agreement, and whether or not the firm is a service or non-service 
firm moderates investor reaction. 
Exploring the financial-based benefits which the firm is rewarded from this brand 
equity warrants further investigation, particularly in light of the recent call by Reibstein,  
Day and Wind (2009) to bring about insight and accountability to help determine the 
value of marketing to the firm.  These contributions to firm value can include 
enhancement of firm financial performance, such as stock price (Cornwell, Pruitt, and 
Clark 2005; Fornell et al. 2006; Johnson and Tellis 2005) shareholder value (Bick 2009; 
Sorescu, Shankar, and Kushwaha 2007; Luo and Donthu 2006), and other firm financial 











Srivastava, Shervani, and Fahey (1998) contend that marketing initiatives have 
the ability to generate market-based assets which can be leveraged as a means to 
positively impact firm financial metrics.  However, there is little research in the 
marketing literature which attempts to link the creation of these market-based assets and 
firm market liquidity.  This study seeks to add to the growing marketing-finance literature 
by exploring this connection between utilization of advertising initiatives, official sports 
sponsorship, and firm market liquidity to fill this gap.  Their theory of market-based 
assets (Srivastava, Shervani, and Fahey 1998), which asserts that market-based assets 
arise from the ‘commingling of the firm with entities in its external environment’, has the 
Moderators
H3: Sponsor-Event Congruence (+)
H4: Initial Announcement (+)




H2: Advertising Intensity (-)
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potential to explain investor reaction to official sports sponsorship agreements.  
Sponsorship clearly commingles the firm with entities in its external environment, most 
usually expressed in a relationship between the firm and a sport or charitable entity.  
These market-based assets can include customer relationships, channel relationships and 
partner relationships, which, consequently, are hypothesized to increase shareholder 
value through accelerating and enhancing cash flows, lowering the volatility and 
vulnerability of cash flows, and increasing the residual value of cash flows (Srivastava, 
Shervani, and Fahey 1998). 
Srivastava, Shervani, and Fahey (1998) state that in order for market-based assets 
to create value for the firm, it must satisfy four criteria.  First, the asset must be 
convertible in that firms must be able to use the asset to exploit an opportunity.  This is 
possible for official sports sponsorships in that they are exploited through the promotion 
of firm products and/or services via the asset acquired through the sponsorship agreement 
as well as through firm-based communications such as advertising and promotions which 
make the general public aware of the agreement.  Second, the asset must possess the 
quality of rarity, and shouldn’t be possessed by multiple rivals.  Official sports 
sponsorships meet this requirement in that they are exclusive to the league, sport, or 
team, and there can only be one official sponsoring firm per league, sport, or team.  
Third, the asset must be imperfectly imitatable, leaving rivals with the inability to imitate 
the assets.  Official sports sponsorships are unique to and easily identifiable by the 
association created with the league, sport, or team with which the firm enters into 
agreement with.  Finally, there should be no perfect substitutes for the asset, and rivals 
should not possess equivalent assets.  Official sports sponsorships meet this requirement 
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in that they provide relationships with the league, sport, or team which cannot be 
substituted.  For example, there can only be one official beverage sponsor of the NFL at 
any given time.  Rivals may have the ability to obtain a similar sponsorship in another 
league or sport, but, individuals who limit their exposure to one particular league or sport 
may not express an interest or desire to watch or participate in other leagues or sports, 
thus, limiting their exposure to their chosen league or sport.  Official sports sponsorships 
meet the criteria set forth by Srivastava, Shervani, and Fahey (1998) in creating market-
based assets which have the ability to enhance firm financial metrics. 
Because sponsorship has been hypothesized to produce market-based assets, and 
investments in firm sponsorship have been shown to have a generally positive impact on 
firm financial performance, and Grullon, Kanatas, and Weston (2004) found that greater 
advertising was associated with greater ownership, which could lead to greater firm 
market liquidity, therefore, this study hypothesizes that: 
H1: Firm participation in official sports sponsorship is positively related to 
changes in firm market liquidity, such that it leads to: 
 
A: increased trading volume, and 
B: decreased relative effective spreads 
 
Advertising Intensity 
Traditionally, larger firms were the major source of funds for sponsorships 
(Gardner and Shuman 1988), however, that trend is changing as firms have sought to 
sharpen and intensify their marketing message and to increase non-financial metrics such 
as brand equity (Aaker 1996; Keller 1993), brand awareness (Jalleh et al. 2002; Pappu, 
Quester, and Cooksey 2006; Ye and Van Raaij 2004) and overall corporate image 
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(Balmer 2008; Gurhan-Canli and Batra 2004; Varadarajan, DeFanti, and Busch 2006).  
For firms with higher advertising intensity, the addition of a sponsorship may be viewed 
as simply adding another “tool” to their promotional toolbox or to provide support for or 
diversification of their existing marketing message.  Combined with the fact that there are 
often limited advertising opportunities for particular channels, firms with higher 
advertising intensity often have little recourse other than seeking out additional channels 
for exposure and purchase of time and/or space to advertise.  However, for firms with 
relatively smaller advertising intensity, the addition of a sponsorship can reflect a 
decidedly strategic decision to focus relatively larger portions of their advertising and 
promotional budgets in a targeted and concise manner. 
Advertising also provides an uneven playing field for competing firms.  Firms 
with relatively larger advertising budgets have the opportunity to advertise in multiple 
channels, which potentially could provide repeated exposure to the firms’ message, 
leading to top-of-mind consumer behavior choices.  However, the utilization of multiple 
channels can also create fatigue and disinterest among viewers, particularly if programs 
are watched through DVRs or other mediums which allow viewers to selectively view 
their programs of choice, which usually means that ads will be quickly fast-forwarded 
through in order for the viewer to resume watching their program.  Advertising through 
multiple channels can also lead to messages which aren’t unified in purpose or clarity, 
leading to confusion among the target audience (Schoenbachler and Gordon 2002).  
Sponsorship gives firms with relatively smaller advertising budgets the ability to compete 
against firms with greater resources by providing a viable alternative to traditional 
advertising and providing a more focused marketing strategy. 
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Sponsorships can also provide a more efficient means of reaching target segments 
of customers because sponsorships are embedded, or a part of the event, rather than 
adjacent to the event, as is the case with traditional advertising.  The most notable 
example can be found in NASCAR (National Association for Stock Car Auto Racing), 
where cars and drivers’ uniforms are often covered in logos of sponsors.  It would be 
difficult, if not impossible, to view a NASCAR race and avoid seeing the sponsors on 
each car, thereby making the sponsorship part of the event rather than something that 
takes place at commercial breaks, or prior to or after the event.  Gardner and Shuman 
(1988) have pointed out that sponsorships can also be useful when trying to reach non-
consumer audiences and that sponsorship can be a way to reach key audiences such as 
policy-makers, environmentalists, educators, and even investors.  Investors may use 
information acquired through viewing or attending sponsored events to make their 
investment decisions. 
Another potential explanation of investor reaction to sponsorship announcements 
is found in the fact that sponsorships are resources intensive, and involve the allocation of 
firm financial and human resources.  Because of this commitment of resources, there is a 
public announcement of the formation of the relationship.  Regardless of whether the 
announcement contains the actual cost of the agreement, the announcement still serves as 
information to the investor.  General advertising campaigns are rarely met with the same 
fanfare and level of publicity as a sponsorship agreement.  Also, advertising campaigns 
are, in relation to sponsorship agreements, shorter in duration.  Because investors have 
been shown to react favorably to sponsorship announcements, as measured through 
abnormal returns to shareholder wealth at or around the time of the sponsorship 
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announcement, it would be a logical extension to argue that investors would also reward 
these types of investments with improvements in other firm financial metrics, namely 
firm market liquidity. 
Because firms with relatively smaller advertising budgets who choose to invest in 
a sponsorship provide a coordinated marketing strategy intended to provide efficiency in 
reaching their target audiences, and because the adoption of a sponsorship can provide 
the investment community information of a cohesive and targeted marketing message, 
and because firms with relatively smaller advertising budgets can gain an efficiency in 
adopting a sponsorship-based marketing strategy, this study hypothesizes that: 
H2: Advertising intensity is negatively related to sponsorship-related changes in 
firm market liquidity, such that, in relation to firms with higher levels of 
advertising intensity, firms with lower levels of advertising intensity experience 
higher levels of: 
 
A: increased trading volume 
B: decreased relative effective spreads 
 
Sponsorship Congruence  
 In the context of consumer decision making, Gupta and Pirsch (2006) found that a 
company-cause fit, or congruence, for cause-related marketing activities improved the 
attitude toward the alliance between the two and increased purchase intentions.  The 
authors’ implication is that the processing used by the individual consumer to understand 
the logic of the alliance is facilitated because of the fit between the parties involved in the 
relationship.  As it relates to investor decision-making and sponsorship announcements, 
previous research found that a positive relationship exists between congruent 
sponsorships and firm stock price (Cornwell, Pruitt, and Clark 2005).  They further 
45 
 
argued that congruent sponsorships (those sponsorships where the sponsoring product has 
a direct relationship with the sponsored sport or can be consumed or seen while watching 
or attending the event) possess specific advantages over incongruent sponsorships.  Most 
notably, individuals who consistently view or attend sponsored events are hypothesized 
to have higher levels of involvement with the sport and may be susceptible to the 
sponsorship messages either embedded or adjacent to the event. 
Cornwell, Pruitt, and Van Ness (2001) also found that automotive-related 
(congruent) sponsors of the Indianapolis 500 experienced increases in stock prices 
approximately 3 percent higher than non automotive-related sponsors.  By having 
sponsorships which are congruent in nature, the study deems that the sponsorship 
relationship will be able to be more easily understood by investors, allowing them to 
process and react to the information more quickly and favorably than sponsorships which 
are non-congruent in nature. 
Roy and Cornwell (2003) also suggest that schema theory, or congruence can 
serve as an explanation of how consumers respond to event sponsorships.  For example, 
when consumers are exposed to sponsorship announcements, the consumer responds by 
accessing information from memory and that memory is compared with the new 
information presented to the consumer.  The consumer will then judge the 
appropriateness of the relationship between the sponsor and sponsoree and react 
accordingly.  This study suggests that investors will respond in a similar fashion as 
consumers, and utilize information from memory and judge the official sports 
sponsorship announcements on the basis of appropriateness and reward the firm with 
improvements in firm market liquidity.   
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Therefore, this study hypothesizes: 
H3: The negative relationship between advertising intensity and sponsorship-
related changes in firm liquidity will be stronger for firms with functionally 
congruent sponsorship-event pairings than for firms with non-congruent 
sponsorships.  Specifically, in relation to firms announcing non-congruent 
sponsorship, firms announcing congruent sponsorships should experience: 
 
A: larger increases in trading volume, and 
 
B: larger decreases in relative effective spreads 
 
Initial Sponsorships 
 The efficient-market hypothesis, a long-standing hypothesis from the field of 
finance, suggests that financial markets are informationally efficient.  More simply, the 
theory suggests that an individual cannot achieve returns in excess of the market average 
based upon the information that is publicly available at the time of the financial 
investment (Fama 1970).  Investors take information as it is made available to the market 
through a variety of sources, e.g., trade publications, press releases, financial network 
news, etc., process that information, and determine based upon that information whether 
to buy, sell, or hold a security. 
In the context of this study, sponsorship announcements are information which 
individual investors and market makers can incorporate into their decision set, and, those 
decisions can be reflected in the firm stock price based upon the investor reaction to buy, 
sell, or hold the firm stock.  Previous research has examined shareholder reaction to 
sponsorship announcements (e.g., Cornwell, Pruitt, and Clark 2005; Farrell and Frame 
1997; and Miyazaki and Morgan 2001), and found that sponsorship announcements are 
generally rewarded with positive returns to shareholder wealth.  However, previous 
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sponsorship studies haven’t categorized sponsorships on the basis of whether the 
sponsorship is an initial or a renewal sponsorship, with an initial sponsorship representing 
a new agreement between a sponsor and a sponsoree and a renewal sponsorship 
representing the extension of an existing sponsorship agreement.  Because initial 
sponsorship announcements bring new information to the marketplace, and because 
previous studies have found a positive relationship between sponsorship announcements 
and other firm financial metrics, this study hypothesizes that: 
H4: The negative relationship between advertising intensity and sponsorship-
related changes in firm liquidity will be stronger for firms announcing new 
sponsorships compared to renewals. Specifically, in relation to firms announcing 
sponsorship renewals, firms announcing initial sponsorships should experience: 
A: larger increases in trading volume, and 
B: larger decreases in relative effective spreads, 
 
Service versus Manufacturing Firms 
The most important distinction between goods and services can be found in their 
qualities, with goods being tangible and services being intangible (Shostack 1977), while 
products possess physical properties which can be evaluated prior to purchase, services 
must be experienced in order to be evaluated.  Although there is no previous research in 
the marketing literature examining investor decision making as it relates to firm type, it is 
well documented that manufacturing firms are relatively more investment intensive 
(Brouthers and Brouthers 2003) than service firms, as service firms tend to require lower 
levels of financial investment (Erramilli and Rao 1993). 
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Due to the fact that manufacturing firms are relatively more resource intensive 
than service firms, investors scrutinize more closely the decisions made by 
manufacturers’ senior management (Brouthers and Brouthers 2003).  Manufacturing 
firms generally have less slack resources to invest in non-manufacturing related activities 
than service firms.  Because of this distinction, investors may more closely analyze 
manufacturing firm decisions to invest in activities which aren’t directly tied to their 
manufacturing operations, such as the investment of firm resources in the acquisition of 
an official sponsorship.  Additionally, service firms generally have more touch points 
with the end consumer than for manufacturing firms.  Investors also may judge this use of 
firm resources to invest in an official sports sponsorship as fitting the function of a 
service firm more closely than similar investments by a manufacturing firm.  Therefore, 
this study hypothesizes that: 
H5: The negative relationship between advertising intensity and sponsorship-
related changes in firm liquidity will be stronger for service firms than non-
service firms. Specifically, in relation to non-service firms, service firms should 
experience: 
 
A: larger increases in trading volume, and 
 




 Data for official sponsorship announcements were gathered from searches of the 
Lexis/Nexis database, National Football League (NFL), Major League Baseball (MLB), 
National Basketball Association (NBA), National Association for Stock Car Auto Racing 
(NASCAR), National Hockey League (NHL) and Professional Golf Association (PGA) 
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websites, and previous studies of official sports sponsorship (e.g., Cornwell, Pruitt, and 
Clark 2005) to determine the official sponsor and the first date of communication to the 
public of the sponsorship announcement.  The final database included 118 official 
sponsorships.  Accounting and financial data on sponsoring firms was gathered from 
COMPUSTAT, and stock, bid and ask prices for the computation of financial variables 
was collected from the Center for Research in Security Prices (CRSP). 
 Since this study examined the effects of official sports sponsorship on firm market 
liquidity over a period of time, measures were taken at t = -1 and t = +12, where t = 0 is 
representative of the month of the announcement of the official sports sponsorship 
agreement.  Brown and Warner (1985) suggest using a time period prior to the 
announcement period for the following reasons.  Financial markets depend primarily 
upon information derived from publicly available sources; however, there are 
occurrences when individuals with ‘insider’ information may leak that information to 
particular elements of the financial market prior to that information being made publicly 
available.  In this instance, the individuals with this information may act by trading ahead 
of the official announcement, or, they may share that information selectively.  When this 
happens, it is difficult to attribute the market-based reaction to the news of the 
announcement.  Brown and Warner (1985) suggest that in order to control for this 
possibility, researchers should examine periods starting at t = -1.  This method controls 
for the potential of ‘leakage’ and market reaction to that news.   
 Outcome Measures 
Srivastava, Shervani, and Fahey (1998) established a framework with their theory of 
market-based assets which are hypothesized to contribute to the overall financial health 
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of a firm by enhancing cash flows, accelerating cash flows, and reducing the volatility of 
cash flows.  So far, marketing scholars have examined the effects of marketing actions on 
sales growth, market share and shareholder value, all of which have received attention  in 
the marketing literature (e.g. Agrawal and Kamakura 1995; Anderson, Fornell, and 
Lehmann 1994; Pruitt, Cornwell, and Clark 2004).  However, Srivastava, Shervani, and 
Fahey (1998) argue that in some areas of marketing expenditures,  there is a growing 
need to understand the impact of these expenditures on firm financial metrics such as 
inventory levels, financing costs and acceleration of firm cash flows, and that these topics 
have largely been ignored by marketing researchers.  As the marketing literature has 
moved to address issues related to the marketing-finance interface, the primary focus has 
been on examining the effects of marketing actions through measures designed to capture 
changes in sales, shareholder value and market share, and largely has ignored how these 
strategic marketing investments and expenditures have the capacity to create intangible, 
market-based assets which have the potential to facilitate positive firm financial success, 
leading to superior firm financial metrics as suggested by Srivastava, Shervani, and 
Fahey (1998). 
These market-based assets, or assets which “…arise from the commingling of firm 
resources with those of an outside entity” (Srivastava, Shervani, and Fahey 1998, p. 2), 
can be classified as customer or brand equity (Aaker and Biel 1993), market knowledge 
and market orientation (Jaworski and Kohli 1993).  Official sports sponsorship leads to 
the creation of these market-based assets as explained below, which have the potential to 
insulate the firm from potential market downturns and adverse changes in firm market 
liquidity.  For example, the relationship forged by the agreement between the two parties 
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has the potential to signal to investors the relative strength of the firm purchasing the 
sponsorship as it involves a payment by the sponsoring organization, and has the 
potential to strengthen investor and consumer perceptions of the two parties involved in 
the sponsorship agreement.  This is supported by prior research showing that the 
announcement of official sports sponsorship agreements are met favorably by investors 
and rewarded by positive abnormal returns to stock prices at or near the time of the 
announcement of the relationship (Deitz, Evans, and Hansen 2010). 
A line of previous research also suggests that these types of expenditures have the 
potential to lead to improved firm market liquidity.  Since Grullon, Kanatas, and Weston 
(2004) found that advertising expenditures lead to greater stock ownership, this study 
anticipates that firms who adopt an official sports sponsorship will experience 
improvements in firm market liquidity through increased trading volume and decreased 
relative effective spreads, both of which are reflective of improvements in firm market 
liquidity.  They point out that the advertising expenditures of firms are often used for 
purposes that aren’t specifically aimed at the end consumer.  For example, BASF, an 
international business-to-business chemical firm, advertised “We don’t make the products 
you buy --- we make the products you buy better” (c.f. Grullon, Kanatas, and Weston 
2004).  This type of advertising is directed not at the end user, rather it serves as a 
message and a signal to potential investors and has the potential to lead to an awareness 
of the firm, and finally leading to purchase of firm stock. 
When firms take on an official sports sponsorship, the firm signals to the 
investment community the formation of a unique and valuable relationship with an entity 
external to the firm and informs investors that the firm has committed various resources, 
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financial and human, over an extended period of time.  Investors will judge the value and 
wisdom of that relationship.  This is supported by prior research which shows that 
investors reward sponsoring firms with positive returns at and around the time of the 
announcement of a sponsorship agreement (Cornwell, Pruitt, and Clark 2005; Deitz, 
Evans, and Hansen 2010).  One of the tenets of Srivastava, Shervani, and Fahey’s theory 
of market-based assets is that these types of investments can accelerate cash flows to the 
firm.  Consequently, the finding that stock prices rise at and around the time of the 
sponsorship announcement provides support for their theory (Deitz, Evans, and Hansen 
2010.  In terms of firms’ share prices, prior research has generally shown that investors’ 
decision-making will be reflected in firm stock price, which has a direct effect on 
shareholder wealth.  Previous research examining sponsorship announcements have 
generally confirmed that these types of announcements are met favorably with increases 
of stock prices at or around the time of the announcement (Deitz, Evans, and Hansen 
2010).  As investors judge the wisdom of the agreement, they will buy, sell or hold the 
firm stock.  This study extends the line of thought that investors will continue to reward 
the firm for their decision through improvements in liquidity, reflected in increased 
trading volume and decreased bid-ask spreads.  Because of this hypothesized 
relationship, the improvements in liquidity as the result of the partner relationship, the 
official sports sponsorship agreement, result in lower costs of capital to the firm, leading 
to acceleration and enhancement of cash flows to the firm as suggested by Srivastava, 
Shervani, and Fahey (1998).  This happens as the result of the firm not having to seek 
funding from external sources at a cost to the firm.  As a result of the improved liquidity, 
the firm can sell shares on the open market without incurring the costs associated with 
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bank financing, and they do it at a lower cost than prior to the formation of the 
relationship through decreased trading costs.  So, firms may have the ability to reduce 
costs of capital as a result of the improved liquidity via the agreement, and, can do so 
with greater speed than prior to the announcement. 
One way that firms make consumers and investors aware of their products and 
services is through advertising.  The context of the study utilizes the announcement and 
agreement of the official sports sponsorship a means to communicate to consumers and 
investors alike of the strategic alignment of the firm.  As Grullon, Kanatas, and Weston 
(2004) observed, in order to investors to purchase a firm’s stock, they must first be aware 
of its existence.  As such, it has been suggested that sponsorship is a form of and 
functions like advertising (e.g., Gwinner 1997; Keller 1993).  Generally, advertising is 
communication involving payment to media (TV, radio, newspapers, etc.) in exchange 
for communication of the advertiser’s message on the chosen medium (Keller and Fay 
2009), and offers a more knowable and controllable communication (Cornwell, Weeks, 
and Roy 2005).  It is clear that the investment in an official sports sponsorship meets the 
basic properties of an advertising agreement; however, the sponsorship agreement is over 
an extended period of time and involves the dedication of more firm resources to a single 
campaign. 
Sponsorship is generally defined as a "provision of assistance either financial or in 
kind to an activity by a commercial organization for the purpose of achieving commercial 
objectives" (Meenaghan 1983, p. 9).  The differences between advertising and 
sponsorship may not be noticeable based upon the definitions, but, how they function is 
different.  For example, a firm may elect to sponsor the Olympics, which will give them 
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access to agreed upon properties and rights, such as the use of copyrighted images, access 
to venues, product placement on-site, and a variety of other contractually agreed upon 
matters.  If a firm were to simply advertise during the Olympics, for example, during 
telecasts, the only access the firm would have would be the allotted time through the 
agreed upon medium to deliver their message.  An important distinction is that 
sponsorships become embedded in the event rather than being adjacent to the event.  
Because the sponsorship becomes embedded in the event, the consumer cannot separate 
the message from the event.  For example, if would be difficult, if not impossible, to 
watch a NASCAR race without seeing the logos of the sponsors on each automobile.  
Also, the sponsorship is embedded in an event where the viewer has chosen to watch or 
participate.  Viewers most often find advertising during a television show a distraction or 
annoyance which can easily be avoided by the flip of a switch; however, the same cannot 
be said for those watching events with embedded sponsorships. 
The examination of firms who embrace a sponsorship-based marketing strategy 
provides an appropriate medium for study, especially since specific types of advertising 
expenditures (i.e., sponsorship) have yet to be examined for their effect on firm financial 
metrics beyond that of shareholder wealth.  This study seeks to address this gap in the 
literature 
Measures  
Changes in firm market liquidity were measured by changes in trading volume 
and in relative effective spread.  Use of these measures follow precedence from the 
finance literature, as Lipson and Mortal (2007) have utilized trading volume and 
Chakravarty, Van Ness, and Van Ness (2005) have utilized relative effective spread as 
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measures of liquidity.  Trading volume is defined as the number of shares of a security 
traded during a defined time period, and higher trading volume is reflective of higher 
liquidity (Kyle 1985).  Due to non-normality of data, the differences in trading volume 
between t = -1 and t = +12 were transformed by adding a constant and taking the log of 
that number.  Therefore, the first dependent variable was the logistic transformation of 
the changes in trading volume between months t = -1 and t = +12 plus a constant. 
Differences in bid-ask spreads reflect liquidity cost, with smaller spreads 
reflective of more liquidity relative to stocks with larger spreads (Demsetz 1968), and is 
defined as the difference between the highest price a buyer is willing to pay for the 
security and lowest price a seller is willing to take for it.  Although the bid-ask spread 
does provide information to investors and potential investors, the best single spread 
measure which incorporates trading costs is the relative effective spread (Cao, Caseres, 
and Hanks 2005) and is measured as twice the absolute value of the transaction price 
deviation from the bid-ask midpoint, divided by the bid-ask midpoint.  An additional 
advantage of using the relative effective spread is that it is directly observable (Ng, 
Rusticus, and Verdi 2008) and, unlike accounting-based measures, isn’t subject to bias, 
managerial manipulation and differences in accounting procedures which can vary from 
firm to firm (Dye and Sridhar 2008; McGuire, Sundgren, and Schneeweis 1988).   
Therefore, the second dependent variable is changes in relative effective spread between t 
= -1 and t = +12.   
Advertising expenditures were collected from item XAD in the COMPUSTAT 
database.  This data item represents the cost of advertising (radio, television, print, etc.) 
and promotional expenses.  Following precedence from the marketing literature (Luo and 
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Bhattacharya 2006) and finance literature (Graddy and Kyle 1979; Jain and Kini 2008), 
advertising intensity was calculated by dividing total advertising expenditures, XAD, by 
firm total assets, item AT.  Share price, item PRC, and outstanding firm shares, item 
SHROUT, were taken from the CRSP daily database.  Other financial information was 
gathered from COMPUSTAT and CRSP databases for calculation of control and other 
financial variables. 
 To determine whether the official sponsorship was an initial or renewal 
sponsorship announcement, information from the Lexis/Nexis database, and the league 
websites was examined to determine if the announcement represented initial or renewal 
announcement.  The sponsorships were evaluated by two independent judges to 
determine if there was congruence between the sponsoring firm and property being 
sponsored, e.g. auto maker sponsoring NASCAR, or a shoe manufacturer sponsoring the 
NBA.  Finally, the firms were divided into service and non-service firms on the basis of 
standardized industrial codes (SIC) to test the hypotheses. 
Control Variables 
Following the precedence of McAlister, Srinivasan, and Kim (2007) this study 
included various accounting control variables previously used by Beaver, Kettler, and 
Scholes (1970).  The study included: average asset growth rate and average asset size.  
Average assets growth rate was calculated as the 5-year moving average of terminal (end 
of year) total assets divided by the initial (beginning of year) total assets.  Beaver, Kettler 
and Scholes (1970) found that firms with an above normal growth rate returned excessive 
earnings to the firm, or earnings above the cost of capital.  In such an instance, investors 
may view firms with higher growth as having momentum, which may increase the 
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attractiveness of the stock.  Therefore, average asset growth was controlled for in this 
study.  This study also controlled for average assets size, which was calculated as the 5-
year moving average of total firm assets.  Beaver, Kettler, and Scholes (1970) suggest 
that larger firms may become more efficient as they accumulate assets.  This efficiency is 
reflected in the fact that firm failure rates are higher for smaller firms than for larger 
firms.  Therefore, average asset size is controlled for.  A control for profitability, 
measured as the return on assets for the 12-month period directly prior to the windows 
examined in the study, and a control variable for time were included.  Data for these 
calculations was collected from the COMPUSTAT and CRSP databases, as well as from 
firm annual reports.  Table 3.1 lists the control variables, definitions and literature  
 
TABLE 3.1  
 Definitions and Literature Sources for Control Variables 
 
Variable Definition Prior Literature Support 
Return on Assets (ROA) The ratio of operating 
income to total assets 
Beaver, Kettler, and 
Scholes (1970), Tuli and 
Bharadwaj (2009) 
Average Asset Growth 
(GROWTH) 
The five-year moving 
average of year-end Total 
Assets to Initial Total 
Assets 
McAlister, Srinivasan, and 
Kim (2007) 
 
Average Asset Size (SIZE) The five-year moving 
average of Total Assets 
McAlister, Srinivasan, and 
Kim (2007) 
Year (YEAR) Control variable for each 
month examined in the 
study 





support for each variable.  Also, dummy variables reflecting the various leagues (NBA, 
NFL, MLB, NASCAR, and NHL) were included.  The dummy variable INITIAL was 
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coded as an initial sponsorship = 1; otherwise = 0.  Using sponsorship announcements 
gathered from the LEXIS-NEXIS database, league websites, and from firm annual 
reports, two independent judges determined whether the sponsorship had previously been 
in place between the sponsoring firm and the league of sponsorship.  The dummy 
variable CONGRUENT was also evaluated and coded as product related to the sponsored 
league = 1; otherwise = 0.  As with Cornwell, Pruitt, and Clark (2005), a panel of two 
independent judges were used to judge whether the sponsorship was congruent or not, 
and congruent was broadly interpreted to be (1) sponsorships in which the sponsoring 
product has a direct relationship to the sponsored sport (i.e., Russell Corporation 
sponsoring the official basketball of the NBA) or (2) is used or seen while attending or 
 
TABLE 3.2 
Descriptive Statistics and Bivariate Correlation Matrix for Variables in Proposed Model 
 
  Mean 
(SD) 
1. 2. 3. 4. 5. 6. 7. 8. 9. 10. 
1. ROA .143 
(.106) 
1.00          
2. GROWTH .084 
(.134) 
-.241 1.00         
3. SIZE 9.451 
(1.830) 
.046 -.240 1.00        
4. YEAR 8.681 
(3.631) 
-.069 .013 .237 1.00       
5. NFL .203 
(.404) 
-.023 .177 .083 .066 1.00      
6. NBA .136 
(.344) 
.082 -.119 .107 -.019 -.200 1.00     
7. MLB .127 
(.335) 
.075 .024 .006 -.061 -.193 -.151 1.00    
8. NHL .169 
(.377) 
-.040 .099 -.147 -.288 -.228 -.179 -.172 1.00   
9. NASCAR .229 
(.422) 
.025 -.100 -.097 .181 -.275 -.216 -.208 -.246 1.00  
10. ADINTENSITY -1.655 
(.629) 
.544 -.060 -.190 -.067 -.095 .081 .024 .095 -.028 1.00 
Note: Correlation r-values > .181 are significant at the p-value of .05. 
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watching league events (i.e., Coca-Cola beverages or Coors beers).  The judges agreed 
upon 113 of the 118 sponsorships, with the remaining five being resolved through 
discussion.  Finally, firms were examined by their standard industrial code (SIC) to 
determine whether they were a service or non-service firm and were coded as service 
firms = 1 and otherwise = 0.  The correlation matrix can be found in Table 3.2. 
 
RESULTS 
Hypothesis H1 was examined using a paired-samples t-test to identify significant 
differences between trading volume and relative effective spread between months t = -1 
and t = +12.  The window was chosen for a variety of factors.  First, as Brown and 
Warner (1985) suggested, in order to properly examine firm-related actions, isolation of 
the date of firm-related announcements is of the utmost importance.  Because the 
financial institutions examined in this study are publicly traded firms, news about their 
decisions are most often made public through a variety of news mediums.  With this 
public reporting, there is often the opportunity for ‘leakage’ of information, intentional or 
unintentional, prior to official announcements by the firm either as the result of 
negotiations ahead of the final contract agreement, or from individuals familiar with the 
internal workings of the organizations involved in the process.  Therefore, data was taken 
at t = -1 in order to control for the possibility of market reaction to leakage of news prior 
to the official sponsorship announcement.  Second, the event window was also chosen in 
order to give the firm an opportunity to complete an entire yearly business cycle.  
Businesses often operate in a cyclical fashion (i.e., experiencing fluctuations in sales 
during specific seasons (e.g., Christmas, Easter, return to school, etc.) throughout the 
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year), and as a result, investors may react accordingly (Hamilton and Lin 1996).  As with 
other studies examining firm-specific announcements, if the exact date of the sponsorship 
was unable to be determined, it was excluded from the data set and study. 
 The results, presented in Table 3.3, indicate that firms that participate in official 
sports sponsorship have significantly higher average monthly trading volume (t-score = 
2.505; p < 0.05) and lower average monthly relative effective spreads (t-score = -3.754; p 
< 0.01) for the period examined.  Therefore, H1, that firm participation in official sports 
sponsorship is positively related to changes in firm market liquidity, is supported. 
 
TABLE 3.3 
Test of Differences for Means of Paired Samples between T = -1 and T = +12 for 
Average Monthly Trading Volume (00s) and Average Monthly Relative Effective 
Spread    
 
Variable t = -1 t = +12 t-Value Sig. Level 
     
Volume 910,439.377 1,654,259.049 2.505 0.014 
     
Relative Effective Spread 0.062 0.041 -3.754 0.000 
     
 
 
In an effort to explore the effects of official sports sponsorship on firm liquidity 
and the moderating hypotheses, multiple regression analysis was used to examine the 
remaining hypotheses.  For the first regression, the changes in trading volume recorded 
between months t = -1 and t = +12 served as the dependent variable.  The model was 
estimated using the multiple regression procedure in SPSS 17.0. 
Table 3.4 presents the summary statistics for this regression.  The proposed model 
is statistically significant (F = 4.948, p < 0.000), and the R-square for the proposed model 
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is 0.368.  The negative and statistically significant coefficient for the variable Advertising 
Intensity (ADINTENSITY) is consistent with a priori expectations and this finding 
supports Hypothesis 2.  The significant coefficient (-0.491) suggests that firms with 
higher advertising intensity experience smaller changes in trading volume for the period 
examined and relatively lower firm market liquidity than firms with lower advertising 
intensity.  This finding suggest that firms with smaller advertising intensity who chose to 
invest in official sports sponsorships experience greater trading volume relative to firms 
with higher advertising intensity, and that investors believe these smaller companies have 
more to gain from official sports sponsorships than those with relatively larger 
advertising investments. 
The second measure of liquidity examined with respect to hypothesis 2 was 
relative effective spread.  For this regression, the changes in relative effective spread  
 
TABLE 3.4 
Effects of Control Variables and Main Effects on Trading Volume between T = -1 
and T =+12 
 
Variable Coefficient Significance 
ROA 0.00 0.99 
GROWTH -0.06 0.55 
SIZE -0.03 0.80 
YEAR 0.24 ** 
NFL 0.16 0.21 
NBA -0.11 0.34 
MLB 0.14 0.19 
NHL 0.13 0.30 
NASCAR 0.02 0.89 
ADINTENSITY -0.49 *** 
 F-statistic 4.948 
 Significance *** 
 R-squared 0.368 
   




recorded between months t = -1 and t = +12 served as the dependent variable.  As 
presented in Table 3.5, the proposed model is statistically significant (F = 2.912, p < 
.004), and the R-square for the proposed model is 0.300.  Further, advertising intensity is 
negatively related to changes in firm market liquidity with a significant (p < .10) 
coefficient of 0.243, meaning that increases in relative effective spread represent 
decreases in liquidity due to the increase in the costs of purchasing the security, when 
using the measure of relative effective spread.  Therefore, the results provide additional 
support for hypothesis 2, that advertising intensity is negatively related to changes in 
liquidity. 
 Hypothesis 3, that the negative relationship between advertising intensity and 
sponsorship-related changes in firm liquidity will be stronger for firms with functionally  
 
TABLE 3.5 
Effects of Control Variables and Main Effects on Relative Effective Spread between 
T = -1 and T =+12 
 
Variable Coefficient Significance 
ROA 0.02 0.86 
GROWTH 0.47 *** 
SIZE 0.31 *** 
YEAR 0.21 * 
NFL -0.07 0.63 
NBA -0.06 0.65 
MLB -0.06 0.63 
NHL 0.03 0.84 
NASCAR 0.04 0.79 
ADINTENSITY 0.24 * 
 F-statistic 2.912 
 Significance *** 
 R-squared 0.301 
   
Note: * = p < 0.10. ** = p < 0.05. *** = p < 0.01. 
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congruent sponsorship-event pairings was partially supported.  The findings, as 
demonstrated in Figure 3.2, show that when using changes in trading volume as a 
dependent measure, the interaction between congruent sponsorships and advertising 
intensity indicate that firms with relatively smaller levels of advertising intensity reap 
more benefits to changes in trading volume than for firms with relatively larger levels of 
advertising intensity with the model being significant (F = 5.081, p = 0.000) and the 
interaction being significant as well (t = -2.124; p = 0.037).  When using changes in 
relative effective spread, as demonstrated in Figure 3.3, as the dependent variable, the 
interaction between congruence and advertising intensity, the model is significant (F = 
2.464, p = 0.010), however, the interaction term is non-significant (t = 0.951, p = 0.345).  
Therefore, this study finds partial support for Hypothesis 3. 
Hypothesis 4, that the negative relationship between advertising intensity and 
sponsorship-related changes in firm liquidity will be stronger for firms announcing initial 
sponsorships was found to be supported, using trading volume as a measure of liquidity.  
When using trading volume as the dependent variable, the model is significant (F = 
5.359, p = 0.000) and the interaction, found in Figure 3.4, between initial sponsorships 
and advertising intensity is significant (t = -3.096, p = 0.003).  When using the measure 
relative effective spread as a dependent variable, the model is significant (F= 3.221, p = 
0.001), and the interaction, found in figure 3.5, between the initial sponsorship and 
advertising is significant (t = -2.672; p = 0.009), but, the coefficient (-0.880) is in the 
opposite direction hypothesized.  The reason for this unexpected result may be due to a 
variety of factors, including the possibility that the independent judges used in the coding 
process didn’t accurately classify the official sponsorship announcements as initial or 
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renewal announcements.  Also, it may be due to the inability of the methodology 
employed to capture the effects under examination.  Since relative effective spreads have 
a self-imposed lower limit, approaching zero, the method may not be able to capture the 
effect of small differences in these types of spreads.  Therefore, this study finds partial 
support for Hypothesis 4. 
 The final moderation hypothesis, Hypothesis 5, that the negative relationship 
between advertising intensity and sponsorship-related changes in firm liquidity will be 
stronger for service firms, examined the effects of the official sponsorship 
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volume as the dependent variable, the model is significant (F = 5.390, p = 0.000), and the 
interaction, as seen in Figure 3.6, between service firm and advertising intensity is 
significant as well (t = -3.173, p = 0.002).  When utilizing relative effective spread as the 
dependent variable, the model is significant (F = 3.718, p = 0.000), and the interaction 
between service industry and advertising intensity, as seen in Figure 3.7, is significant as 
well (t = -1.687, p = 0.096).  Despite its significance when utilizing relative effective 
spread as a dependent variable, the coefficient (-0.731) is in the opposite direction 
hypothesized.  The reason for this unexpected result may be due to the coding process, 
the inability of the methodology employed to capture the effects under examination, or 
from the self-imposed lower limit of relative effective spreads.  Therefore, the study can 
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Implications of Market-wide Changes in Liquidity. 
Even though financial markets are subject to fluctuations as the result of various market 
conditions, such as fluctuations in consumer confidence and reports of adverse financial 
and economic conditions, it is widely recognized that financial markets have generally 
become more liquid over time.  The advent of electronic trading platforms, the 
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employee retirement plans which give employees access to investment opportunities in 
various financial securities have all contributed to an overall change in market 



















measures of liquidity reflecting the variables utilized in this study; measures of volume 
and bid-ask spreads. 
 
Volume Robustness Check 
To check the robustness of the results from the regression model examining the direct 
effects to changes in trading volume as a measure of market liquidity, monthly measures 
designed to reflect overall market liquidity, was calculated, called turnover, for the time 
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Turnover is a measure of a firm’s liquidity calculated by dividing the total number of 
shares traded over a period of time by the number of shares outstanding during that same 
period.  Firms with higher turnover are more liquid relative to firms with lower turnover.  
















CRSP database by dividing monthly trading volume (VOL) by the number of shares 
outstanding (SHROUT) was calculated.  Average monthly turnover representative of 
overall market liquidity for the time periods examined was calculated.  From this, 
changes in market liquidity relative to the announcement month of the official sports 
sponsorship for the time period t = -1 to t = +12 were calculated to construct a variable 
reflecting changes in market liquidity during the time period examined for each 
individual announcement. 
The newly constructed measure was then substituted in the model for the TIME 
control variable.  The results of this robustness check provide further support for the 
theoretical framework, showing that firms who announce official sports sponsorships are 
rewarded with returns to market liquidity with the model being significant (F = 4.785, p = 
0.000), and that firms with relatively lower levels of advertising intensity benefit more 
than firms with relatively greater levels of advertising intensity (b = -0.493, p = 0.000).  
This provides support for the potential financial benefits to the firm that extend beyond 
that of significant abnormal returns to shareholder value at or around the time of the 
announcement of the official sports sponsorship.  This result strengthens the argument 
that the adoption of an official sports sponsorship may have the ability to generate 
market-based assets, which are rewarded by insulating the firm against potential 
downturns in overall market liquidity. 
Bid-ask Robustness Check 
A further measure was constructed to examine the robustness of the model for relative 
effective spreads.  Bid-ask spreads were gathered from the monthly CRSP monthly 
database for the years examined (1994-2008) and calculated by taking the difference 
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between the firms’ ask (ASK) and bid (BID) price.  A monthly measure of the average of 
all firms listed in the CRSP database was then calculated. From this measure, changes in 
market bid-ask spread for time periods relative to the announcement of the official sports 
sponsorship,  t = -1 to  t = +12, were calculated.  This measure was then entered into the 
regression examining relative effective spread as a dependent measure as a substitute for 
the control variable TIME.  The model is statistically significant (F = 2.655, p < 0.01) 
and the coefficient (b = 0.249, p < 0.10) further supports the hypothesis that firms with 
relatively lower levels of advertising intensity receive greater returns to liquidity relative 
to firms with higher levels of advertising intensity.  Also, the results suggest that firms 
who adopt official sports sponsorships have better returns to performance in terms of 
liquidity for the time periods examined.  The results of this robustness check further 
supports the idea that the adoption of an official sports sponsorship may create market-
based assets and extend benefits to the firm beyond those associated with the short-term 
measure of abnormal returns to shareholder wealth at or around the announcement of the 
official sports sponsorship. 
 
DISCUSSION 
As it relates to this study, an important question to ask is; “Do investors and Wall 
Street care about the strategic marketing initiatives firms undertake?”  In other words, do 
those initiatives surrounding firm investments in specific marketing strategies have an 
influence on the decisions of the investor?  While it is generally recognized that 
promotional and advertising expenditures are a requisite firm expenditure, the manner in 
which marketing expenditures should be allocated and how they should be implemented 
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to support specific strategies undertaken by the firm to differentiate themselves from 
others in their respective industries is as of yet undecided.  This study directly addresses 
these issues by testing a framework which predicts (1) the impact of the announcement of 
an official sports sponsorship agreement on firm market liquidity, and (2) the role various 
moderators (congruence/non-congruence; initial/renewal; service/non-service firm) play 
in explaining the impact of those announcements on firm market liquidity.  Using what is 
considered a large-scale data set in the field of sponsorship-related marketing research, 
this study showed that those firms who chose to adopt and invest in an official sports 
sponsorship are able to improve their market liquidity by increasing trading volume and 
reducing relative effective spreads for the time period examined.  Additionally, this study 
finds that sponsorship- and firm-specific attributes moderate investor response to those 
sponsorship announcements.  An in-depth discussion of the results and implications 
follow below. 
Theoretical Implications 
This study extends sponsorship-related research in the field of marketing as well 
as the research on the marketing-finance interface.  This study carefully demonstrated the 
relationship between official sports sponsorship announcements and firm market liquidity 
while controlling for the presence of various finance, marketing, and accounting 
variables.  This essay builds on previous articles on the marketing-finance interface and 
provides further guidance for research in the marketing-finance interface.  Also, this 
research addresses a marked gap in the marketing-finance literature by examining one of 
the major determinants of investor decision-making (firm market liquidity).  This study 
also addresses the call by Reibstein, Day, and Wind (2009) to make marketing research 
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relevant as previous research has found that firms with liquid stocks have better 
performance (Fang, Noe, and Tice 2009). 
In a previous study from the field of finance, Amihud and Mendelson (1986) 
found that illiquid stocks required a premium, and this could help explain the differences 
in the way stocks are priced, as illiquid stocks require higher premiums reflected in the 
bid-ask spread.  This study was able to quantify empirically the improvements in liquidity 
associated with the acquisition of an official sports sponsorship.  From the model 
examined, this study was able to demonstrate that sports sponsorship firms show an 
increase in trading volume and decreased in relative effective spreads for the time period 
examined.  In other words, investments in official sports sponsorship have the potential to 
make a meaningful contribution to improving firm market liquidity. 
 Another important contribution is deepening the understanding of the influence of 
sponsorship and sponsorship-related expenditures and the role of advertising intensity in 
that relationship.  To the author’s knowledge, this is the first study to examine the 
influence of specific strategic marketing investments and their influence on the firm 
financial metric of liquidity.  It also helps to solidify the often down-played impact of 
marketing initiatives related to sports sponsorship (Farrelly, Quester, and Burton 1997).  
This study adds to that growing literature of examining the influence of these actions on 
firm financial metrics. 
 Finally, this study contributes to the growing marketing-finance interface 
literature and adds to the finance literature by showing that there are additional drivers of 
liquidity beyond those traditionally studied in the field of finance.  As such, this study (1) 
helps bridge the knowledge gap in the marketing-finance literature and (2) equips those 
73 
 
individuals who make the financial decisions of the firm with additional research upon 
which to make those decisions and address those factors in a language that should be 
understood by parties in both the marketing and finance fields. 
 There were two unexpected results when utilizing changes in relative effective 
spreads as a dependent variable.  Although the study hypothesized that the changes in 
relative effective spread would be greater for initial sponsorships than renewal 
sponsorships, and greater for service firms than for non-service firms, this study failed to 
find support for these moderating hypotheses.  This unexpected finding could be 
attributed to a variety of factors, including the possibility that the independent judges 
used in the coding process didn’t accurately classify the official sponsorship 
announcements as instructed.  If the judges didn’t accurately code the sponsorships 
correctly, then, the effect wouldn’t be able to be captured.  Also, the methodology 
employed may be unable to capture the effects under examination.  Finally, since relative 
effective spreads have a self-imposed lower limit that approaches zero, the methodology 
may not be able to capture the hypothesized effect. 
  Managerial Implications 
As Luo and Bhattacharya (2009, p. 210) observed, “Marketing strategy can 
successfully and meaningfully meet Wall Street.”  This research confirms that contention 
in that it demonstrates that investors evaluate and incorporate information related to 
marketing strategies and marketing expenditures (or anticipated expenditures).  In light of 
the recent global market crisis, the ability to use tactics which might insulate the firm 
from those exogenous effects of an uncertain marketplace is important.  Implications 
from the results will be discussed below. 
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Previous sponsorship research has shown that there exists a generally positive 
reaction from investors as it relates to sponsorship announcements when using measures 
of abnormal returns to shareholder wealth for short event windows (Cornwell, Pruitt, and 
Clark 2005; Deitz, Evans, and Hansen 2010).  This research addresses what has 
previously been unexamined, which is how those sponsorships can have an influence on 
other firm financial metrics when measured over longer windows, showing that official 
sports sponsorships can play an important role in creating market-based assets.  In effect 
this study shows that market-based assets are to investors what brand equity is to 
consumers. 
This research also touches on the timely and relevant positions addressed by 
Reibstein, Day, and Wind (2009) concerning making marketing research relevant.  First, 
this research addresses the issue of firm profitability by showing that marketing actions, 
in this case, official sports sponsorships, can aid in enhancement of firm financial 
metrics.  This is achieved by enhancing the firm’s market liquidity, allowing for the 
security to be more easily traded and leading to reduced bid-ask spreads.   Second, 
Reibstein, Day, and Wind (2009) also state that marketing managers must address the 
area of firm resource allocation, or what should drive and determine the amount of 
investment and identify areas where the firm’s limited resources should be spent?  In the 
face of decreasing resources, marketing managers are faced with ever increasing requests 
for more accountability for the resources that they are allocated.  The results of this study 
show that official sports sponsorships can provide a viable avenue for reaching target 
markets and that they can have an impact on important firm financial metrics, especially 
for firms with relatively small marketing budgets.    
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Results of this research demonstrate that firms who choose to invest in an official 
sports sponsorship experience positive changes in firm market liquidity.  As mentioned 
previously, liquidity is the lifeblood of the firm, without it, firms are unable to meet 
short-term financial obligations or invest in long-term projects which may produce 
positive returns to the firm.  By increasing the liquidity of the firm through investment in 
official sports sponsorships, firms may be able to accelerate cash-flows to the firm 
through a reduction of costs associated with acquisition of capital, as well as through the 
increased investment which flows to the firm via positive investor response.  This 
acceleration of cash-flows aids the firm in the ability to compete against other firms in 
their respective industries. 
Another interesting finding from this study is that for firms with relatively smaller 
levels of advertising intensity compared to firms with higher levels of advertising 
intensity, the addition of an official sports sponsorship to their marketing efforts gave 
them greater positive changes in liquidity.  This could be reflected by the fact that firms 
with relatively larger advertising intensity could be sending mixed messages to consumer 
and investors by having an uncoordinated marketing message.  Also, consumers who 
view repeated marketing messages from firms with higher advertising intensity could 
experience fatigue from repeated exposure to those messages.  This is consistent with the 
findings of Cornwell, Pruitt, and Clark (2005) who found that products with smaller 
market shares benefited the most from sponsorships in returns to shareholder wealth.  It 
appears as though that effect carries over to other firm financial metrics, in this case, firm 
market liquidity.  Firms with relatively smaller levels of advertising intensity may 
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consider the addition of an official sponsorship in the face of choosing between multiple 
marketing messages. 
Sponsorships which were judged to be congruent in nature were rewarded by 
investors with positive changes in liquidity.  This could be due to the processing which 
takes place in the mind of the investor upon the receipt of news about an investment of a 
firm in an official sponsorship.  Because markets are hypothesized to be efficient, and the 
rapid speed with which investors take that information from the announcement, process 
it, and react to it, could be influenced by a heuristic that those investors develop to 
respond rapidly, namely, is there a connection between the firm and the sponsorship?  
The research here supports the idea that those sponsorships which are congruent are 
rewarded by increased liquidity.  The implication for marketing managers is that when 
deciding what type of sponsorship in which to invest, consideration should be given to 
the fit between the firm and the potential sponsorship. 
The findings from this study indicated that for marketing managers, the 
consideration of whether to keep an existing sponsorship, or seek out new opportunities 
can be important.  For example, the announcement of a continuing relationship, a 
sponsorship renewal, isn’t new news to investors and, according to efficient market 
hypothesis (Fama 1970), that news has already been priced into the security.  However, 
the announcement of a new alliance provides new information to investors who will take 
that information, process it, and then incorporate it into the stock price.  In this case, it 
appears as though that information is incorporated into the decision process of the 
investor, and the firm is rewarded with positive changes in liquidity. 
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Two notable findings from this study are 1) that a direct product linkage to the 
sponsored sport is an important facet of the stock market’s acceptance of an official 
sports sponsorship and 2) that firms with relatively smaller advertising intensity appear to 
benefit the most from their official sponsorships.  Sponsorship has played an increasingly 
important role in marketing communications strategies of many firms, which is reflected 
in the increased expenditures on sponsorship relative to traditional   advertising, and, for 
firms who are seeking to maximize returns on their marketing investment, seeking out 
opportunities that match their firm products is important for sponsorship success.  For 
firms wishing to compete against other firms with relatively larger advertising budgets, it 
appears as though official sports sponsorships may be a valuable alternative to traditional 
advertising mediums. 
To the author’s knowledge, this is the first empirical study covering a large multi-
industry sample that, after controlling for accounting and firm-specific factors, 
demonstrates that firms who participate in official sports sponsorship experience 
beneficial changes in firm market liquidity.  Previous sponsorship research has primarily 
been cross-sectional in nature, and this study sets the groundwork for examining the 
effects of those investments on firm financial metrics over time.  By focusing on the 
liquidity of a firm, an important financial metric of consideration for not only firm 
executives, but, also for investors and potential investors, the author has addressed the 
calls to further the link between marketing and finance (Reibstein, Day, and Wind 2009; 
Rust et al. 2002). 
The finding that firms with relatively larger advertising budgets experienced lower 
changes in liquidity than for firms with relatively smaller advertising budgets is 
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interesting and deserves further discussion.  Perhaps investors, just as consumers, can 
experience fatigue when bombarded with information and messages related to firms 
which they choose to examine or invest in.  When presented with a message, such as an 
official sports sponsorship, from a firm with a relatively smaller advertising budget, 
investors may view that message in a less muddled context than those with heavier 
budgets.  Ultimately, it is the belief, of the author, that these market-based assets are to 
investors what brand equity is to consumers, and that sponsorship creates those market-
based assets, as described by Srivastava, Shervani, and Fahey (1998), which can 









How do marketing expenditures contribute to firm financial metrics?  This 
question is non-trivial for executives and marketing managers alike given the duration 
and intensity of the recent global economic crisis, and that marketing budgets are 
notoriously vulnerable to decreases in times of economic crises at the discretion of senior 
firm management who control the purse strings of a firm.  Given that 77 percent of North 
American firms indicated that they plan to reduce advertising budgets in the coming year 
(http://www.enotalone.com/article/19331.html), the consequences of these actions 
warrant additional investigation to examine the potential contribution marketing 
expenditures can add to firm financial performance. 
Given that there is a growing push by senior management and finance executives 
to quantify the contribution of marketing expenditures (McAlister, Srinivasan, and Kim 
2007; Reibstein, Day, and Wind 2009), the traditional measures used to indicate 
marketing success, such as sales or market share (Lehmann 2004), are no longer adequate 
to satisfy those managers of the effectiveness of marketing and to justify those 
expenditures.  As such, managers and researchers are asking marketing to demonstrate 
how these expenditures contribute to various firm financial metrics which are indicative 
of relative firm performance (e.g., Luo and Bhattacharya 2006; Reibstein, Day, and Wind 
2009).   To address this gap, and to contribute to the growing marketing-finance 
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literature, this study examined the role of advertising intensity following the 
announcement of a firm’s participation in official sports sponsorship and the 
corresponding effect on a metric of interest to senior management and finance executives:  
firm risk, or beta (these terms will be used interchangeably in this article to denote the 
risk of the firm’s stock).3
In the continued face of difficult economic times, such as those which have 
recently affected global economic and financial markets, firms are forced to re-evaluate, 
re-allocate and re-focus firm expenditures, and in the midst of this process, one area of 
firm expenditures which often receives the most criticism and scrutiny is the area of 
marketing (Shugan 2005).  This criticism isn’t unfounded, as marketing researchers have 
done a relatively poor job of demonstrating and explaining in terms which can be 
understood by those who control the budgets of the firm, most often in the language of 
finance, (Reibstein, Day, and Wind 2009; McAlister, Srinivasan, and Kim 2007), what 
contribution marketing expenditures add to profitability, sales, and the potential to aid in 
improving and enhancing overall firm financial metrics.  This is demonstrated by the fact 
that overall advertising expenditures declined 4.1% in 2008 (IEG 2009).  Clearly, this 
reveals not only that the evaluation of firm marketing expenditures is justified, but, 
rather, it is becoming a necessity and a requirement in the explanation and planning of 
marketing expenditures.   
 
Despite this general decline in advertising outlays, one specific type of marketing 
expenditure has garnered increased attention: sponsorship.  As sponsorship has become a 
centerpiece of corporate and brand communications in recent years, the growth of 
                                                            
3 To eliminate the potential confounding effects of firm size on total risk, this study scales 
the firm’s advertising by its total assets to derive a measure of advertising intensity. 
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sponsorship-related marketing expenditures has outstripped that of traditional advertising 
and sales promotions with expenditures of $44 billion in 2009 and projected expenditures 
of $46 billion worldwide in 2010 (IEG 2009).  This is reflective of the attitude that 
despite overall declining advertising expenditures, sponsorship is considered such an 
important marketing medium that spending continues to grow, and firms continue to 
utilize sponsorship as a viable marketing medium.  This sentiment can be found in the 
reasons firms acquire sponsorships, as demonstrated by PepsiCo’s then CEO, Steve 
Reinemund, concerning the acquisition of the official beverage sponsorship of the 
National Football League (NFL).  Reinemund stated, “We recognize the power of this 
long-term relationship with the NFL, and our partnership extension helps us to connect 
with the league's large and enthusiastic fan base - our consumers - to grow our portfolio 
of PepsiCo brands into the next decade…this extension creates a broader, more strategic 
alliance which will better serve the NFL, all 32 NFL clubs, and PepsiCo” 
(www.allbusiness.com).  What is left unstated, but, rather implied, in his comments, is 
the fact that these expenditures are done in such a manner as to elicit reactions not only 
from fans and consumers, but, also from investors.  As Gardner and Shuman (1988) 
stated, sponsorships can be an essential component of firm marketing strategy when 
trying to reach non-consumer audiences, and provides an avenue to reach key audiences, 
such as policy-makers, environmentalists, educators, and even investors.  Clearly, 
sponsorship provides a unique opportunity for firms willing to seek out these investment 
opportunities, and has the potential to have an effect that reaches beyond those extended 
to consumers and possesses the potential to influence the investor-decision making 
process as well. 
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 However, the literature is lacking in an explanation of how the adoption and 
addition of a specific investment to the firms’ marketing portfolio has potential to affect 
firm financial metrics, in this case, how the addition of an official sports sponsorship 
affects changes in firm risk following the announcement of the agreement.  As Moir 
(1999) observed, the principle function of a portfolio manager is to evaluate and design a 
portfolio based upon the return, liquidity, and risk preferences of the investor.  The 
reasons for the examination of these three financial metrics are fairly straightforward.  
Investor decisions are often based on the potential return to the individual security 
purchased by the investor.  As historical rates of return can serve as important 
information in the investor decision-making process, the examination of this financial 
metric serves to inform the investor of past success and can serve as a signal to the 
investor of the potential future returns to the firm.  Liquidity is also an important 
consideration as the investor will seek to trade the security purchased at some point in the 
future.  As liquidity is loosely defined as the ability to trade the security with relative ease 
on the open market (Grossman and Miller 1988), the knowledge that the security can be 
traded without difficulty in the future serves as important information to the investor, 
meaning that the investor can realize cash flows from the sale of the firm stock more 
quickly than with non-liquid stocks.  Risk is an important consideration for investors, as 
portfolio theory (Lintner 1965; Sharpe 1964) suggests that individuals can construct a 
portfolio of securities which are imperfectly correlated with the market, meaning they can 
diversify away risky investments, or take on investments with more risk, depending upon 
their risk preference. 
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Marketing has moved to address returns, most usually measured as returns to 
shareholder wealth (Cornwell, Pruitt, and Clark 2005), liquidity (Evans 2010), and risk 
(Luo and Bhattacharya 2009 – idiosyncratic risk; McAlister, Srinivasan, and Kim 2007 – 
total firm risk).  However, previous research didn’t focus on firms who embrace specific 
marketing strategies.  Rather, firms were aggregated in those studies, with no designation 
for a specified marketing strategy.  Also, previous research examining the sponsorship 
medium has heavily focused on consumer-based responses, such as consumer attitudes 
(McDaniel and Kinney 1998; Pullig, Netemeyer, and Biswas 2006), corporate image 
(Javalgi et al. 1994; Varadarajan, DeFanti, and Busch 2006), and purchase intentions 
(Pope and Voges 2000).  Generally, sponsorship has been shown to lead to increased 
positive consumer attitudes and brand image, and a recent line of research has sought to 
explore how the influence of sponsorship adoption may extend beyond consumers and to 
examine how investors react to announcements of sponsorship agreements, measured as 
changes in shareholder wealth at or near the time of the sponsorship announcement (e.g., 
Cornwell, Pruitt, and Clark 2005).  Investors, like consumers, generally regard 
sponsorships as good investments and reward the firm accordingly with increased returns 
to shareholder wealth at or around the time of the sponsorship announcement (e.g., Deitz, 
Evans, and Hansen 2010). 
 Despite this line of research examining investor-based responses to the 
announcement of sponsorship agreements, there exists no study, to the author’s 
knowledge, that examines how investors reward (punish) firms which choose to invest in 
official sports sponsorship agreements through measures designed to capture changes in 
firm risk.  In addition to returns and liquidity measures, risk is one of the major 
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determinants of investor decision-making (Moir 1999).  This directly addresses the call 
by the Marketing Science Institute (MSI 2008) to advance research that examines the 
investor as a consumer.  As such, this study seeks to address these gaps in the literature 
and examine the impact of the adoption of official sports sponsorship on firm total risk.  
In increasingly difficult economic conditions, with correspondingly smaller advertising 
budgets, the ability of a marketing manager to justify these marketing investments and to 
explain the impact in financial terms that are understood by CEO’s, CFO’s, etc. is non-
trivial. 
The theoretical and managerial implication of this performance indicator is 
important for a variety of reasons.  Risk is a financial metric that both investors and 
managers can understand and appreciate.  Risk is generally defined as a “firm’s 
sensitivity to the changes in market returns” (Bartov 1991, p. 279) and is called beta in 
the finance literature.  A firm that is perfectly correlated with market indices would have 
a beta of 1.0, meaning that a 10% increase in the market would result in a 10% increase 
in the stock, while a firm that is perfectly negatively correlated with market indices 
would have a beta of -1.0, meaning a 10% increase in the market would result in a 10% 
decrease for the firm.  To that extent, examining under what conditions and with which 
type of marketing investments may move investors to action is crucial in order to 
determine and evaluate current and future marketing investments.  Previous research in 
the marketing-finance interface has examined how overall advertising spending affects 
total firm risk (McAlister, Srinivasan, and Kim 2007).  However, it is less clear how 
markets react following the adoption of a sponsorship-based marketing strategy and how 
it affects this firm financial metric.   
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 In summary, to gain a better view of investor-based reaction following the 
adoption of an official sports sponsorship, and the sponsorship’s impact on the entire 
organization, it is important to assess this potential influence on the important financial 
metric of firm risk.  Consequently, this study attempts to answer the following research 
question:  
• What is the investor-based response on total risk for firms who adopt an official 
sports sponsorship? 
 
• What role does advertising intensity play in affecting changes to total firm risk 
following the adopting official sports sponsorship? 
 
In seeking answers to these questions, this study took into account various firm resources, 
and include the addition of generally accepted variables from the field of finance to 
control for the effects of unobserved latent variables.  This study empirically investigated 
the research questions using a data set of firms with 118 unique sponsorship agreements.  
The rest of the paper is organized as follows:  conceptual framework of market reaction 
resulting from official sports sponsorship investment, followed by a review of prior 
sponsorship research and the effects on consumers and investors, this study then provides 




 The major concepts under examination in this essay are discussed below, 
including the concept of risk, followed by sponsorship, signaling theory, and finally 




Overview of Risk 
Financial markets are built upon the idea that investors attempt to maximize their 
returns based upon the evaluation of the market potential for a security relative to its risk, 
as suggested by Markowitz (1959).  The general idea is that an investor has a limited 
amount of financial resources with which he/she is seeking to invest over a period of 
time, and will invest in more risky stocks only if he/she has the potential for a higher 
expected return.  The evaluation of the riskiness of the stock the individual wishes to 
invest in comes from the evaluation of two primary factors; market risk and firm risk. 
 Market risk, also called systematic risk, doesn’t reflect the risk associated with 
individual stocks or other investment instruments, rather, it is reflective of the risk of a 
financial market on the whole (Brighouse and Hontoir 2008).  Essentially, market risk 
cannot be eliminated by a strategy of diversification, whereby the investor selectively 
choose which stocks to invest in as opposed to investing in the market as a whole, and is 
inherent in financial markets.  For example, according to Markowitz’s (1959) portfolio 
theory, investors will attempt to reduce the return risk by holding a wide variety of shares 
in different firms in order to diversity their investment portfolio.  Despite the fact that the 
investor has invested in a wide variety of stocks, their portfolio is still subject to the risk 
that the market as a whole might fall or rise based upon general economic conditions or 
investor sentiment.  Essentially, the investor is subject to the potential losses and gains 
which result in fluctuations in the market, and no amount of diversification will remove 
that component of risk (Brighouse and Hontoir 2008).  This type of risk which is inherent 
in markets is called systematic risk. 
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 There is another type of risk which isn’t associated with market-wide risk; rather 
it is associated with the risk of individual securities.  Whereas investors are unable to 
diversify away market (systematic) risk, investors can eliminate the risk that is unique to 
individual securities, which is called idiosyncratic (unsystematic) risk.  For example, 
certain types of securities associated with various industries are inherently much riskier 
than others, such as technology stocks.  Investors may choose to only invest their funds in 
a number of companies in select sectors or countries, and can eliminate the risk 
associated with investments in market-wide indices (Brighouse and Hontoir 2008) and 
eliminate systematic risk.  Based upon the ability to eliminate risks associated with 
investment in individual securities or sectors, an investor can eliminate or reduce 
idiosyncratic risks by diversification of their portfolio. 
 This study did not examine each type of risk separately; rather, total firm risk was 
examined, which is a function of market (systematic) risk and idiosyncratic 
(unsystematic) risk.  There are two primary reasons for including measure of both in this 
study.  First, the data utilized in this study extends over a period of 15 years, from 1994-
2008.  Because markets are subject to fluctuations just as individual securities, and the 
characteristics of markets can change over the short- and long-run, this study included 
both measures designed to capture changes over theses periods of time.  Second, both 
measures of risk are included because the investor will use not only individual security 
information to determine investment strategy, but, will also consider the overall market 
environment to determine what sectors and securities to invest their funds.  Due to the 
fact that these two types of risk, market and idiosyncratic, comprise an overall measure of 
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risk, which is used by investors to determine investment patters, this study included both 
measures which is reflected in the measure of beta, which are used to capture total risk.    
Sponsorship and the Firm 
In line with previous sponsorship research, sponsorship is defined as "provision of 
assistance either financial or in kind to an activity by a commercial organization for the 
purpose of achieving commercial objectives" (Meenaghan 1983, p. 9).  These provisions 
can run from gift-in-kind, such as supplying products or services from the sponsoring 
firm to the sponsored event or property, to the most common form of provision, cash, 
which is a payment to the sponsored event or property for access to that event or 
property.  A popular venue for sponsorship can most often be found in the sports 
industry, which accounts for an estimated 80 percent of total sponsorship investment, 
with arts and cultural sponsorships accounting for between 10 to 15 % (Thwaites 1995).  
In sports sponsorship, the most common arrangement is for the firm to pay cash to the 
sponsoree to have their products’ or firm name on a stadium, jersey, or vehicle which will 
be clearly visible during the event. 
 Sponsorship has become an ever increasingly popular medium for firms, with 
worldwide expenditures growing from $13.4 million in 1996 (Cornwell and Maignan 
1998) to an estimated $46 billion in 2010 (IEG 2009).  Combined with the fact that many 
firms routinely spend between $0.50 and $1.90 per dollar spent on the sponsorship on 
promotions and activities surrounding the sponsorship (Weeks, Cornwell, and Drennan 
2008), understanding the effect of the investment of firm resources in the sponsorship is 
important and represents a decidedly strategic marketing activity on the part of the firm.  
The reason this study considers investments in official sports sponsorships to be strategic 
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is primarily due to two reasons.  First, acquisition of an official sports sponsorship 
requires the commitment of firm intellectual, human and financial resources.  These 
resources are employed during the search, negotiation, and implementation stages of this 
process.  Second, official sports sponsorships are a commitment that generally takes place 
over an extended period of time.  For example, Federal Express (FedEx), committed $205 
million of firm financial resources over a period of 27 years to acquire the naming rights 
to the home of the Washington Redskins of the National Football League (NFL).  
Clearly, these levels of commitment of firm resources, intellectual, financial and human, 
combined with a long-term marketing decision make these types of investments strategic 
in nature. 
 While other forms of marketing communications such as advertising and sales 
promotion have slowed in growth, investments in sponsorship have shown growth 
relative to these other marketing strategies, as can be seen in Figure 4.1.  While growth of 
advertising and sales promotion has slowed, the growth of sponsorship has continued to 
grow, increasing by 11.4% in the year 2008.   In fact, the role of sponsorships as a central 
marketing communication strategy has become so prevalent that many firms now have 
dedicated, in-house staff assigned to the actively select, manage, and evaluate 
sponsorships and sponsorship success (Deitz, Evans, and Hansen 2010).  As well as the 
addition of in-house staff to manage and direct sponsorships, many traditional advertising 
agencies now have divisions that exclusively deal with the development and management 
of sponsorships for their clients (Cornwell 2008).  The overall implication is that firm 
expenditures on sponsorship continue to grow, which may reflect a sentiment that 
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sponsorship may serve as a viable alternative to traditional advertising mediums, perhaps 
in an effort to overcome the “clutter” associated with those techniques. 
Sponsorship as a Strategic Investment 
As Cook (1985) declared, marketing strategy is the way in which firm resources 
are put at risk in search for differential advantage, and in a competitive environment, the 
relationship between marketing strategy and firm expenditures is central to their success.  
Building on that statement, one could begin to craft the argument that firm investment in 
official sports sponsorship is a strategic marketing investment.  As Kirmani and Rao 
(2000) suggested, firms carefully control and craft their product or service information 
that is publicly available, most usually through their choice of advertising.  While 
tradition advertising expenditures have slowed in growth, as can be seen in Figure 4.1, 
growth of advertising, promotions and sponsorship, firm investment in sponsorship-
related marketing have increased.  This suggests that firms are using sponsorship-related 
marketing as a means to communicate and signal to the public. 
As sponsorship-related expenditures have increased among practitioners, so has 
the sponsorship-related research investigating investor-based responses.  The early 
sponsorship-related marketing literature has grown from studies which primarily 
concentrated on consumer-based measures, such as consumer attitudes (McDaniel and 
Kinney 1998; Pullig, Netemeyer, and Biswas 2006), corporate image (Javalgi et al. 1994; 








while more recent studies have moved to examine market-based responses to 
sponsorships, primarily through the use of event-study methodology (e.g., Cornwell, 
Pruitt, and Clark 2005; Farrell and Frame 1997; Miyazaki and Morgan 2001).  Below, the 
role of sponsorship as a strategic marketing investment is explained and expanded upon. 
The choice of firm investment in official sports sponsorship agreements is a 
strategic decision, as Cook (1985) suggested, that the way in which firms choose to invest 
their financial and marketing resources represents the most basic of marketing strategy.  
Acquisition of an official sports sponsorship involves the allocation of firm resources, 
financial and human, most often over an extended period of time.  For example, firm 
investment in Olympic TOP sponsorships cost $40 million and most usually last for a 
period of four years.  Further support for the contention that investment in official sports 
sponsorships is a strategic choice can be attributed to the proposition by Srinivasan and 
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partnerships, such as the partnership created by an official sports sponsorship agreement 
is a strategic commitment on the part of the firm.  Based upon these ideas from the 
marketing literature, investments in official sports sponsorship are strategic in nature. 
Signaling to the Investment Community 
 According to economic signaling theory, firms utilize advertising expenditures to 
signal the quality of their products and brands (Nelson 1974).  These signals can include 
various informational cues designed to relay information to the consumer such as price, 
features and availability.  Consumers are hypothesized to rely upon this information in 
the course of their decision-making process, especially in the absence of the ability to 
evaluate the product or service prior to purchase, and in the absence of previous 
experience with the product or service (Nelson 1974). 
 When there is information asymmetry, a situation in which one party has 
information that the other party lacks, the uninformed party will be forced to make 
inferences based upon information provided by the party with the information (Kirmani 
and Rao 2000).  As a result of this information asymmetry, the informed party, most 
often a firm doing business in the open marketplace, must carefully choose which 
information they wish to release to the uninformed party (Kirmani and Rao 2000).  One 
such piece of information available to the consumer is advertising used by the firm.  
Consumers often utilize this information to form opinions and attitudes toward the 
advertised brand.  Kirmani (1997) found that consumers associated advertising with high 
product quality; however, at high levels of repetition, consumers felt that the advertising 
was wasteful and began to doubt the quality of the product because they viewed 
excessive advertising as a signal from the firm that their product was inferior.  As 
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Kirmani (1997, p. 84) observed about consumer attitudes, “…if it’s advertised too much, 
there must be something wrong.” 
A further line of signaling theory is hypothesized to influence investors.  This 
branch of signaling theory suggests that investors assign values to the backgrounds, 
experiences and relational ties of the firm (Certo 2003; Filatotchev and Bishop 2002).  
From these publicly available signals, most usually in the form of self-publicized press 
releases, network and cable coverage, and word of mouth, they will then evaluate the 
quality and strength of the information.  From this assessment, they will then have the 
option to incorporate that information into their decision set, selectively evaluate and 
choose which information is available and apply it, or, they may choose to ignore it. 
Pearlstein and Hamilton (2008) suggested that the finance literature has identified 
signals of quality that lead to higher returns to the firm.  These signals may include pre-
IPO (initial public offering) organizational changes, the addition of prestigious 
executives, directors and affiliates, and the addition of public auditors (Pearlstein and 
Hamilton 2008).  As the context of this study is a long-term strategic marketing 
investment, official sports sponsorship, Pearlstein and Hamilton’s (2008) further 
contention that signals of long-term strategy and commitment have the potential to have a 
positive effect on firm profits is of particular interest. 
The Effect of Sponsorship on Firm Value 
 Sponsorship and profits.  The effects of sponsorship on firm value have only 
recently been studied as the growth of this medium has accelerated and the medium has 
become more prevalent.  Earlier studies primarily concentrated on consumer reaction to 
sponsorships, often evaluating consumer-based attitudes such as corporate image (e.g., 
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Varadarajan, DeFanti, and Busch 2006) and consumer attitudes (e.g., Pullig, Netemeyer, 
and Biswas 2006).  More recently, research has sought to move beyond consumer 
reaction to sponsorships, and gauge investor reaction to sponsorships.   
 A common method used to evaluate investor-based reaction via stock returns to 
the firm as the result of sponsorship agreements is through event-study methodology.  
Event-study methodology is a technique from the field of finance that is used to assess 
the financial impact of an event on the shareholder value of the firm.  The basic idea of 
event-study methodology is to see if there are abnormal stock returns at or around the 
date of announcement for a particular event or announcement.  For example, Clark, 
Cornwell, and Pruitt (2002) used event-study methodology to measure investor reaction 
to announcements of stadium-naming rights agreements between firms and sponsored 
stadiums.  They found that announcements by firms resulted in excess (abnormal) returns 
to shareholder wealth on average of 1.65%.  When you consider that the shareholder 
value of many firms easily approaches, or surpasses, one billion dollars, that amount is 
non-trivial and represents a dramatic opportunity for enhancement of the firm’s cash flow 
stream. 
As stated earlier, most sponsorship investments, approximately 80% (Thwaites 
1995), are sports-related, and marketing research validates this trend.  For example, 
Pruitt, Cornwell, and Clark (2004) used the National Association for Stock Car Auto 
Racing (NASCAR) as a context to examine the impact of NASCAR sponsorship 
announcements on the stock prices of sponsoring firms.  They found that firms who 
announced official NASCAR sponsorships experienced mean increases in shareholder 
wealth of over $300 million dollars (Pruitt, Cornwell, and Clark 2004).  This is further 
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supported by Deitz, Evans, and Hanssens’ (2010) study which found that official major-
league sponsorship announcements with the National Football League (NFL), Major 
League Baseball (MLB), the National Hockey League (MLB), the National Basketball 
Association (NBA), and the Professional Golfers Association (PGA), resulted in average 
abnormal returns of 1.1 percent.  The clear implication is that sponsorships can be 
profitable and have a direct effect on firm value.  Since these previous studies have 
shown how markets react to investment in official sports sponsorship in a generally 
positive manner, the investigation of how the adoption of this type of sponsorship affects 
other financial metrics of interest to the firm warrants further investigation. 
Sponsorship and firm risk.  There are no studies, to the authors’ knowledge, that 
examine market reaction to firm participation in official sports sponsorships and its 
association with beta, the measure of risk. Although advertising and sponsorship are 
unique in their own ways, some have suggested that sponsorship functions somewhat like 
advertising (Gwinner 1997), and as such, this study will discuss those studies in the 
marketing-finance interface that have examined the effects of advertising on firm risk and 
explain how sponsorship could affect firm risk. 
There are primarily two types of risk as they relate to firm volatility; systematic 
and idiosyncratic risk.  Systematic risk is the part of the overall risk which is explained 
by the changes in portfolio returns while idiosyncratic risk is risk that cannot be 
explained by changes in the market, and is due solely to risk associated with the firm 
(Luo and Bhattacharya 2009).  Finally, total firm risk is a function of the standard-
deviation of the firm’s stock returns relative to the market index (Bae, Chan, and Ng 
2004) and incorporates systematic and idiosyncratic risk.  These results serve as primers 
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to examine further how specific investment in and control of marketing investments can 
exert influence on firm risk. 
There are limited studies in the marketing-finance interface which have explored 
the relationship between advertising-related expenditures and firm risk.  McAlister, 
Srinivasan, and Kim (2007) examined the effects of advertising on total firm risk, finding 
that higher levels of advertising resulted in lower firm risk.  The implication from their 
research is that the results should serve as an impetus to change finance managers’ mind-
sets about the role of marketing expenditures, and that those investments shouldn’t be 
viewed as discretionary, rather, they should be viewed as on par with other firm 
investment activities (McAlister, Srinivasan, and Kim 2007).  A second article in the 
marketing-finance interface to address the issue of firm risk is Luo and Bhattacharya’s 
(2009) study of the effect of corporate social performance on firm-idiosyncratic risk.  
Their findings are similar to that of McAlister, Srinivasan, and Kim’s (2007), showing 
that active management of corporate social performance leads to lower firm-idiosyncratic 
risk. 
Because advertising is considered a compulsory firm function, it is possible that 
investors may view it and the expenditures surrounding it as a routine activity.  This is 
exhibited in the expectation that firms allocate their resources to various marketing 
mediums in order to promote their products and services.  Sponsorship, on the other 
hand, is an activity that is decidedly strategic, which requires the investment of firm 
resources, most notably cash, or an in-kind payment (Meenaghan 1983) with an 
organization external to the firm.  Unlike traditional advertising, the sponsorship is an 
avenue to gain access to the sponsorship property in an effort to reach an audience which 
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is hypothesized to be highly involved with the sponsored property because they have 
chosen to attend or view the sponsored event.  With the payment arrangement, the firm 
gives up a valuable asset in exchange for access to the sponsorship property, and 
investors demand that firms make wise investment choices with limited firm resources, 
and that the allocation of those resources should be handled in a manner which benefits 
shareholders (i.e., maximization of shareholder wealth or increased profitability).  
Considering that many investments in sponsorships involve a great deal of financial 
resources (for example, the cost to participate in The Olympic Partner Program, the most 
prestigious Olympic sponsorship, is $40 million while FedEx agreed to pay $205 million 
for naming right to the home stadium of the Washington Redskins), investors will judge 
whether or not the firm has allocated those resources in a wise (unwise) manner and 
reward (punish) the firm accordingly.  As the stock price is reflective of investors’ 
assessment of future cash flows, and represents a rational evaluation based upon their 
knowledge that might bear on the future value of the company (Ackert and Smith 1993), 
including prospective future earnings and risk of those earnings, the reward (punishment) 
is reflected in increases (decreases) in firm stock price.  If firms invest wisely (unwisely), 
as perceived by investors, the stock price increases (decreases).  In other words, because 
it is relatively easy to move investment funds, if investors felt the cash or in-kind outlay 
by the firm would benefit (jeopardize) or increase (decrease) future cash flows, they 
could buy, sell, hold firm stock, or do nothing, as the market price serves as a 
performance indicator of how well management is doing on behalf of its stockholders.  In 
summary, there is initial evidence that marketing investments and active management of 
marketing activities can influence firm risk, therefore, this study hypothesizes: 
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H1: Firm participation in official sports sponsorship is negatively related to 
changes in firm risk. 
 
Advertising Intensity 
Vakratsas and Ambler (1999) suggest that many advertising expenditures are 
wasted on ineffective campaigns, and that firms should be concerned how advertising 
affects the end audience (i.e., what role does advertising play in the decision making 
process of an individual)?  Although advertising has been heavily criticized in the choice 
of message medium (Lodish et al. 1995), advertising serves as an important input in the 
decision making process of individuals, as individuals are unable to place a product or 
service in their decision set without an awareness of that product or service.  This is 
reflected in one of the earliest hypothesized models of advertising called AIDA 
(Awareness → Interests → Desire → Action) by St. Elmo Lewis in 1898 (Strong 1925, p. 
76).  The basic premise is that before your product or service can be processed in the 
mind of the individual, and reach the final stage of product/service use, they must follow 
this hierarchy of effects.  The question then becomes, how do you raise awareness so that 
you move potential consumers through this decision making process?  A primary tool 
used by firms to raise awareness, so that you can move the consumer through this 
hierarchy of effects, is through advertising. 
There are many hypothetical models that suggest how advertising can work.  One 
such model, suggested by Vakratsas and Ambler (1999) is a market response model.  In 
this model, the relationship between advertising, pricing, and promotional measures to 
behavioral measures is examined.  An advantage to using this type of model is the ability 
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to utilize secondary, what Vakratsas and Ambler (1999) call objective, data and the 
ability to eliminate corresponding measurement problems.  Although they contend that a 
market response model considers no intermediate advertising effects, the author 
hypothesizes that investors utilize similar cues as consumers when it comes to 
consideration, selection and investment in securities.  For example, investors, as with 
consumers, rarely purchase a product/service of which they have no awareness, thus, 
advertising serves as an important component in a market response model, and serves a 
dual purpose for the firm.  First, it serves as information for the consumer to process and 
place in their consideration set.  Investors must gather information on purchases of 
securities just as individuals do so for purchase of goods and services.  Also, because 
there has been a proliferation of mediums and messages, and with that an increase in the 
competition for consumer attention, individuals may pay little attention to an 
advertisement, leaving repetition of an advertisement as a potentially important 
component in raising awareness of the product/service name.  Second, advertising can 
also serve as a signal to investors.  Again, although Vakratsas and Ambler (1999) 
consider no intermediate advertising effects in a market response model, such as the one 
utilized here, the author assumes that investors must also go through the process of AIDA 
in order to move towards a purchase decision.  In this case, the overall advertising 
expenditures serve as a valuable input in the process of raising awareness and moving the 
investor to action. 
Recent research has suggested that marketing must address not only traditional 
marketing metrics such as seeking to improve brand equity (Aaker 1996; Keller 1993), 
brand awareness (Jalleh et al. 2002; Pappu, Quester, and Cooksey 2006; Ye and Van 
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Raaij 2004) and overall corporate image (Balmer 2008; Varadarajan, DeFanti, and Busch 
2006; Gurhan-Canli and Batra 2004), but, should also seek to address and demonstrate 
the returns to financial-based measures which are important to firm officers and financial 
managers (Reibstein, Day, and Wind 2009).  For firms with higher advertising intensity, 
it can be argued that the ability to meet both of those goals is relatively easier due to the 
ability to spend advertising dollars in multiple marketing mediums than for firms with 
lower advertising intensity.  However, Kirmani (1997) finds that there is an inverted-U 
relationship between perceived advertising costs and brand quality, suggesting that there 
may be a point of diminishing returns for advertising expenditures. 
In the absence of the ability to evaluate brand quality based upon personal trials, 
consumers may rely upon heavy advertising expenditures as a proxy for brand quality 
(Nelson 1974).  Consumers will evaluate various ad campaign components, such as the 
location of the shooting, frequency and length of the ad, and whether or not the ad 
contained a celebrity endorsement (Kirmani and Wright 1989).  Each production 
component would add to the consumer the perception that the ad was expensive.  This 
perception, reflected in the sentiment of the consumer that the firm had spent large 
amounts of money on the ad campaign, leads many to the belief that at ‘extremely high 
levels’ of advertising expenditures were indications of lower quality (Kirmani 1997).  
Although this scenario was tested in various consumer contexts (Kirmani and Wright 
1989 – campaign advertising; Kirmani 1990 – size of magazine ads for shoes; Homer 
1995 – ad size in the Yellow Pages), there are no studies, to the author’s knowledge, 
which apply this line of thinking to investor-based decision-making.  However, Barber, 
Heath, and Odean (2003) found that individuals and investment groups shared similar 
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stock choice, showing that both were more likely to purchase stocks that had an 
association with philanthropic or other positive reasons.  Therefore, investors may utilize 
similar cues as consumers in their evaluation of a firm. 
Because Kirmani (1997) found an inverted-U relationship between perceived 
heavy advertising repetition and product quality, and because repetition initially increases 
learning, but, repeated efforts leads to irritation and decreased purchase intentions 
(Cacioppo and Petty 1979), and because investors may make decisions using similar 
information as consumers, this study hypothesizes that: 
H2: Advertising intensity is positively related to sponsorship-related changes in 
firm risk. 
 

















This study tested the research questions using data gathered exclusively from the 
announcement of official sports sponsorship agreements.  The reason this study used only 
official sports sponsorship agreements is that these types of agreements are hypothesized 
to be the most recognized and most widely publicized, and they differ from other forms 
of sponsorship (Cornwell, Pruitt, and Clark 2005).  Most notably, official sponsorships 
are tied more closely to product usage and more closely tied to the event, series or tour 
sponsorship (Cornwell, Pruitt, and Clark 2005).  This link between product usage and the 
event has the potential to serve as a signal to investors that the firm is engaging in a 
relationship that makes sense to the consumer, and could garner investment funds from 
those investors.  Also, because an official sponsorship usually designates category 
exclusivity, i.e. there can only be one “official beer of the NFL” at a time, the rights fees 
demanded from the sponsoree are considerably more than non-exclusive sponsorships.  
This combination of exclusive category status, combined with higher relative costs 
associated with the sponsorship, provide a context which is hypothesized to be more 
recognizable among investors.  
Data and Sample 
Data for official sponsorship announcements were gathered from searches of the 
Lexis/Nexis database, NFL, MLB, NBA, NASCAR, NHL and PGA websites, and 
previous studies of official sports sponsorship (e.g., Cornwell, Pruitt and Clark 2005) to 
determine the official sponsor and the first date of communication to the public of the 
sponsorship announcement.  The final database included 118 official sponsorships and 
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the list can be found in the appendix.  Accounting and financial data on sponsoring firms 
was gathered from COMPUSTAT and stock prices for the computation of financial 
calculations was collected from CRSP.   
Model Formulation 
The objective of this essay was to examine the effect of acquisition of official 
sports sponsorships and firm advertising on firm risk.  A presentation of the main 
equations and the variables used in the model for the determinants of firm risk follows 
below. 
Dependent Variable 
 Risk.  Risk was calculated as the average monthly volatility of the return 
distributions over periods of t = -1 to t = +12 relative to the month of the announcement 
of the official sports sponsorship and calculate the change in firm risk over the period 
examined.  The main reason for choosing the window to examine the effects to firm risk 
is that Brown and Warner (1985) suggested that in order to properly study firm-related 
actions, isolation of the date of firm-related announcements is of the utmost importance.  
All firms examined in this study are publicly traded firms, and news about their financial 
decisions are most often made public through a variety of mediums, including financial 
news networks, press releases, and other news mediums.  Because they are publicly 
traded firms, there may be the opportunity for ‘leakage’ of information, intentional or 
unintentional, prior to official announcements by the firm.  This can be the result of 
legitimate negotiations ahead of the final contract agreement, or from individuals familiar 
with the internal workings of the organizations involved in the process who may have a 
more nefarious motive for leaking the information.  As a result, this study uses data taken 
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at t = -1 in order to control for the possibility of market reaction to leakage of news prior 
to the official sponsorship announcement.  Second, firms often function in a cyclical 
manner, with peaks in sales that are indigenous to their respective industries, and, in an 
effort to give the firm the opportunity to complete an entire yearly business cycle, this 
study ends the examination period at t = +12.  As with other studies examining firm-
specific announcements, if the exact date of the sponsorship was unable to be determined, 
it was excluded from the data set and study. 
As utilized by Sorescu and Spanjol (2008), this study followed the assumptions of 
Von Neumann and Morgenstern’s (1944) expected utility theory, which states when 
assets returns are normally distributed, the total risk of an asset is the volatility (or 
standard deviation) of its return distribution, which in turn reflects the volatility of its 
future cash flows.  The standard deviation of daily stock returns for the time periods 
examined was calculated to obtain measures of firm risk (Ronn and Verma 1986).   
Independent Variable 
Advertising.  Gardner and Shuman (1988) point out that larger firms customarily 
are the source of funds for many sponsorship agreements.  In order to provide an 
appropriate measure which is reflective of the overall expenditures by firm spending and 
the size of the firm, advertising is measured as advertising intensity, and is calculated by 
dividing total advertising expenditures by firm total assets, as previously used in the 
marketing-finance literature (Luo and Bhattacharya 2009).  Advertising intensity is a 
function of firm effort expended on promotional and advertising expenditures of a firm.  
Advertising expenditures were collected from the XAD variable in the COMPUSTAT 
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database and represents the cost of advertising (radio, television, print, etc.) and 
promotional expenses undertaken by the firm, including the cost of the sponsorship.  
Control Variables 
Following guidance from the finance literature, this study included accounting 
control variables previously used by Beaver, Kettler, and Scholes (1970).  Beaver, 
Kettler, and Scholes (1970) found that there were certain financial measures that were 
associated with firm risk.  As such, this study included those measures suggested by their 
study.  The study included: average liquidity (LIQUIDITY), average dividend payout 
(DIVIDEND), average asset growth rate (GROWTH), average leverage (LEVERAGE), 
and average asset size (SIZE).  As with McAlister, Srinivasan, and Kim’s (2007) study, 
this study excluded covariability of earnings due to the requirement of 10 years of data.  
The logic to include these variables as control variables is that in Beaver, Kettler, and 
Scholes (1970) examination of firm risk, they found it to be related to the following 
factors as explained by McAlister, Srinivasan, and Kim (2007): 
- Growth – higher growth in a competitive economy leads to erosion of 
earnings as new firms enter the industry. 
 
- Leverage – higher leverage leads to volatility as debt increases. 
 
- Liquidity – liquid assets result in less volatile returns than do fixed assets. 
 
- Asset size – smaller firms have a higher default risk. 
 
- Dividend payout – lower dividends will cause firms with greater volatility to 
pay out a lower percentage of earnings. 
 
This study also included an additional variable to control for the age of the firm 
(FIRMAGE) as older firms are hypothesized as being less risky due to having a longer 
history which the investor is able to evaluate (Luo and Bhattacharya 2009).  A control for 
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time (YEAR) was also included to preclude the possibility of an overall decrease in 
market risk from confounding the results.  Further, because the leagues used in our study 
have different fan bases, season length and number of events, this study included league 
of sponsorship (NFL, NBA, MLB, NHL, and NASCAR) as additional control variables.  
Data for these calculations was collected from the COMPUSTAT and CRSP databases, 
as well as from firm annual reports.  Table 4.1 contains information regarding the 
variables used in this study. 
 
RESULTS 
 Hypothesis H1, that firm participation in official sports sponsorship is negatively 
related to changes in firm risk, was tested using a paired-samples t-test to identify 
whether there are significant differences between firm risk between time periods t = -1 
and t = +12.  As per the recommendation of Brown and Warner (1985), the period 
examined takes into account the possibility of leakage of information concerning the 
announcement of the sponsorship, as the firms examined are publicly traded.  To avoid 
the possibility of a confounding effect on investor reaction due to potential or actual 
leakage, the time period of t = -1 was taken to control for this possibility.  The ending 
period was utilized to give the opportunity for the firm to complete a yearly business 
cycle as firms often act in a cyclical fashion (Hamilton and Lin 1996).  The results 
indicate that firms who announce the adoption of an official sports sponsorship 







LIST OF DEPENDENT, INDEPENDENT AND CONTROL VARIABLES 
 
Concept Notation Measured 
Variable 
Data Source 
    
Dependent Variable    
    
Risk RISK Standard Deviation of 
Stock Returns 
CRSP 
Independent Variable    
    
Advertising Intensity ADINTENSITY XAD / AT COMPUSTAT 
    
Control Variables    









5-year moving average 
of Tobin’s Q 
 








    
Average Asset Growth GROWTH 5-year moving average 
of Terminal Total 
Assets/Initial Assets 
COMPUSTAT 
    
Average Leverage LEVERAGE 5-year moving average 
of Total Senior 
Securities/Total Assets 
COMPUSTAT 
    
Average Asset Size SIZE 5-year moving average 
of Total Assets 
COMPUSTAT 
    
Firm Age AGE Number of years listed 
on the CRSP data file 
CRSP 
    
Year YEAR Control variable to 
control for the effect of 
time 
LexisNexis and League 
Websites 
 
League of Sponsorship LEAGUE League variables LexisNexis and League 
Websites 





periods t = -1 and t = +12.  Therefore, this study finds support for H1, that firm 
participation in official sports sponsorship is negatively related to changes in firm risk as 
found in Table 4.2. 
 
TABLE 4.2 
PAIRED SAMPLE-T TEST FOR DIFFERENCE OF THE MEANS 
 
 N Mean SD SE mean 
Risk at t = -1 109 0.923 0.438 0.042 
Risk at t = +12 109 0.859 0.434 0.041 
Note:  t-value = -2.415, p-value = 0.01 
 
In order to examine the remaining hypothesis, this study utilized the multiple 
regression analysis function through SPSS 17.0.  The model used to examine H2, that 
advertising intensity is positively related to sponsorship-related changes in firm risk, was 
found to be significant (F = 1.932; p = 0.045), and the coefficient (0.455) for advertising 
intensity (t = 2.963; p = 0.005) indicates that firms with relatively higher advertising 
intensity experience smaller reductions in firm risk compared to firms with relatively 
lower levels of advertising intensity for the time period examined, as can be found in 








A question that must be asked by not only marketing managers, but, also by 
senior firm management as it relates to investor is, “Do investors and Wall Street care 
about the marketing expenditures and the marketing mediums used by firms?”  In other 
 
TABLE 4.3 
EFFECTS OF CONTROL VARIABLES AND MAIN EFFECTS ON TOTAL 
FIRM RISK BETWEEN t = -1 AND t =+12 
 
Variable Coefficient Significance 
LIQUIDITY -0.059 0.681 
DIVIDEND  -0.146  0.279  
GROWTH  0.065  0.640  
LEVERAGE  -0.120  0.357  
SIZE  0.144  0.353  
AGE  -0.018  0.923  
YEAR  -0.227  0.081  
NFL  -0.083  0.621  
NBA  0.159  0.296  
MLB  -0.172  0.213  
NHL  -0.058  0.734  
NASCAR  0.017  0.920  











   
Note: * = p < 0.10. ** = p < 0.05. *** = p < 0.01. 
 
words, do those initiatives surrounding firm investments in specific marketing strategies 
and the supporting marketing budgets used to implement those strategies have an 
influence on the decisions of the investor?  The AIDA model (Strong 1925) suggests that 
in order to move consumers, and in this case investors, through the decision making 
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process to action, you must first raise awareness of your firm and its product offerings.  A 
major part of this process comes through firm promotional and advertising expenditures 
in an effort to persuade consumers to purchase firm products and services and to 
generally raise consumers and potential consumers’ awareness.  Practitioners and 
researchers have recently sought to understand and explain in what manner these 
marketing expenditures should be allocated and how they should be implemented to 
support firm specific strategies undertaken by the firm to differentiate themselves from 
other firms and to raise awareness of their product offerings.  This study directly 
addresses these issues by testing a framework which predicts the impact of the 
announcement of an official sports sponsorship on firm risk.  Using 118 announcements 
of official sports sponsorship agreements between firms and sponsorship properties; this 
study shows that those firms who chose to adopt and invest in an official sports 
sponsorship are able to reduce their risk by decreasing the volatility of their stock market 
returns.  An in-depth discussion of the results and implications follow below. 
Theoretical Implications 
A primary contribution of this paper is the extension of marketing-finance 
literature as called for by senior members of the marketing field (Reibstein, Day, and 
Wind 2009, Luo and Bhattacharya 2009).  This study carefully attempted to demonstrate 
the relationship between announcements of official sports sponsorship agreements and 
firm risk while controlling for various finance, marketing, and accounting variables.  The 
results of this study build on previous articles providing guidance for research in the 
marketing-finance interface.  Also, this research addresses a recognized gap in the 
marketing-finance literature by examining a determinant of investor decision-making. 
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 This study adds to the empirical examination of firm marketing expenditures and 
its relationship with firm risk, however, this examination takes place for firms who 
choose to adopt official sports sponsorship announcements.  The effect appears to hold 
through various time periods as the dates examined range from 1994-2008.  McAlister, 
Srinivasan, and Kim (2007) found that there exists a negative relationship between a 
firm’s advertising expenditures and its risk, however, in this case, the study found that 
firms who adopted official sports sponsorships with lower advertising intensity 
experienced better returns to risk than for firms with relatively higher levels of 
advertising intensity. 
 Another important theoretical contribution is in helping to understand the role of 
advertising in the relationship between firms who announce official sports sponsorships 
and their risk.  This is the first study, to the author’s knowledge, to examine the changes 
that occur to firm risk for those who utilize official sports sponsorships.  Finally, this 
study contributes to the growing marketing-finance interface literature and adds to the 
finance literature by showing that official sports sponsorships may hold influence over 
firm risk following announcement of these agreements.  As such, this study: (1) helps 
bridge the knowledge gap in the marketing-finance literature and (2) equips those 
individuals who make the financial decisions for the firm with additional research upon 
which to make those decisions and address those factors in a language that should be 
understood by parties in both the marketing and finance fields. 
 Counter to the findings of McAlister, Srinivasan, and Kim (2007), who found that 
a firm’s advertising lowered its risk, this study found that firms with relatively lower 
advertising intensity lowers its risk.  Additionally, when combined with the results from 
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previous studies in the marketing-finance interface (Mizik and Jacobson 2008; Luo and 
Bhattacharya 2009), which show that a firm’s advertising increases firm stock prices, it 
runs counter to the capital asset pricing model, which assumes that firms with higher risk 
may expect higher future returns (Fama and French 1992).  However, they found that 
there was no relationship between a firm’s risk and future return (Fama and French 
1992).   
Managerial Implications 
The results from this study provide potentially useful implications for managers 
and investors alike.  Combined with the recent calls for responsibility for marketing 
expenditures and evidence of their effectiveness, the results, which demonstrate post 
acquisition of an official sports sponsorship, firms with relatively lower levels advertising 
intensity are able to lower their firm risk, should serve as a useful implication for 
managers.  Also, given that this and other studies examining the relationship between 
advertising and market behavior have shown that a firm’s advertising can have positive 
implications to firm financial metrics, and extend beyond that of simply serving to inform 
consumer of their products and services, managers should give thoughtful consideration 
in allocation of firms resources to their advertising budgets and plan expenditures 
accordingly.  Under the right circumstances, it would seem that firms can economize on 
their marketing budgets. 
 
LIMITATIONS 
 In that the availability of data for publicly listed firms is often limited, this study 
examined the relationship between advertising expenditures, and important firm input, 
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and firm risk, an important firm outcome, following the announcement the adoption of an 
official sports sponsorships.  It would be empirically and theoretically useful to test in 
conditions where the availability of data that comes from non-secondary data sources, 
(e.g., surveys, interviews with market makers, etc.). 
 Despite the fact that marketing scholars rarely utilize secondary data as proxies 
for marketing constructs (Houston and Johnson 2000), other academic disciplines, such 
as finance and economics, regularly make use of secondary data and are preferred over 
self-report data (Day and Montgomery 1999).  A major concern is that secondary data 
may lend itself to validity issues (Churchill 1979).  Even though this is a well-recognized 
criticism, the use of secondary data can avoid some of the biases often associated with the 
gathering and use of sampling and survey-based methods.  Further, the use of secondary 
data can represent what Winer (1999) calls the ability to examine “real” decisions that 
have been made by “real” decision-makers in “real” environments. 
 Another limitation of this study is the time period of the official sponsorship 
announcements used, 1994-2008.  This period was characterized generally by positive 
growth in the marketplace as indicated by market indexes.  However, as Steenkamp and 
Baumgartner (2000) observe, the utilization of homogenous data sets when utilizing 
longitudinal data is important.  The objective is to show the effects examined in this 
paper using a data set that is closely analogous. 
 A further limitation of the study is that advertising expenditures were aggregated.  
Because of firm reporting, the study is unable to disaggregate these expenditures to 
isolate those expenditures associated with the costs, as well as the leveraging and 
activational expenditures associated with the sponsorships.  Rather, this study operates 
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under that assumption that many firms who chose to embrace official sports sponsorships 
do so with coordinated marketing efforts and allocate their advertising and promotional 
expenditures accordingly. 
 McAlister, Srinivasan, and Kim (2007) stated in their study of the effect of 
advertising and research and development on firm risk that this subject needed further 
examination, taking into account industry contexts as well as various programs 
effectiveness as it relates to firm risk.  This study was an initial step in that direction.  The 
next step in the examination of the relationship between advertising expenditures and 
firm risk is to find a way to disaggregate firm expenditures to show the effect of the level 
of expenditures as well as the effect of expenditures used to activate and leverage those 
sponsorship expenditures.  Also, the examination of which types of sponsorships have the 
ability to return the greatest marketing return on investment (MROI), and what are the 
firm characteristics of those relationships which are successful? 
 Overall, this study serves as an incremental step in establishing the relationship 
between firm advertising expenditures and firm risk following the announcement of 
official sports sponsorship relationships.  This study also serves to add to the growing 
field of the marketing-finance interface and to encourage the further examination of the 




SUMMARY AND CONCLUSIONS 
  
 
This section presents an explanation of the overall integration of the results and 
implications of each of the two essays examined in this dissertation.  In addition to the 
individual contributions addressed in each essay, the combined contribution of this 
research is identified and explained.  The overall purpose of this dissertation was to 
examine the effect of the adoption of an official sports sponsorship, which is considered a 
strategic marketing investment, on two financial metrics of interest to investors; firm 
market liquidity and risk.  Essay 1 investigated the effect of adoption of an official sports 
sponsorship on firm market liquidity.  The findings from Essay 1 support the idea that 
firm investment in official sports sponsorship leads to improved firm market liquidity.  
This effect remained significant when controlling for overall changes in market liquidity.  
Essay 2 then investigated the effect of adoption of an official sports sponsorship on total 
firm risk.  The results of Essay 2 support the idea that firm investment in official sports 
sponsorship leads to reduction in total firm risk.  The results of these two essays add to 
the literature through their implications for theory and for practice.  Those implications 
are discussed below. 
Overall Managerial Implications 
The choice of where to invest firm marketing and advertising funds is a question 
of interest for not only marketing managers, but, also for senior firm managers who are 
demanding accountability and interpretable results for those expenditures which can be 
understood in the common language of business.  That common language is the language 
of finance.  The results help to explain the effects of strategic choice of marketing 
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investments.  In this case, the findings from the studies indicate that firms who adopt 
official sports sponsorships experience improvements in firm market liquidity and 
reductions in total firm risk.   From a strategic marketing perspective, for firms seeking to 
reach not only consumers, but, also seeking to reach investors, that ability to acquire an 
official sports sponsorship could serve to improve investor-reaction to strategic marketing 
initiatives. 
 When controlling for overall market liquidity, the firms examined still experience 
increases in firm market liquidity for the periods examined.  Empirical results indicate 
that firms who adopt official sports sponsorships not only experience increased trading 
volume, but, also experienced decreases in relative effective spreads, both of which are 
indicative of improved liquidity.  Because liquidity is an important consideration for 
investors in their process of selection and purchase of firm stock, the additional effect 
beyond consumer-based measures can further serve to justify firm investment in official 
sports sponsorship.  Also, Diamond and Verrecchia (1991) found that firms who 
improved their liquidity experienced increases in the current price of the security, helping 
the firm to realize cash flows quicker as a result of the market-based assets created from 
the adoption of an official sports sponsorship as described by Srivastava, Shervani, and 
Fahey (1998). 
 Risk is another important financial metric utilized by the investment community.  
In examining the effects of official sports sponsorship on total firm risk, the study found 
that those firms who adopted official sports sponsorships experienced decreases in total 
firm risk.  These reductions in total firm risk can also influence other firm financial 
metrics.  For example, Gordon (1959) found that reductions in firm risk will lead to 
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decreased cost of capital to the firm and will exert a positive influence on firm stock 
price.  Both of these have the potential to accelerate cash flows to the firm, which are the 
result of the market-based assets described by Srivastava, Shervani, and Fahey (1998). 
 Overall, investments in official sports sponsorships seem to extend beyond those 
consumer-based benefits such as improved consumer attitudes (McDaniel and Kinney 
1998; Pullig, Netemeyer, and Biswas 2006), improved corporate image (Javalgi et al. 
1994; Varadarajan, DeFanti, and Busch 2006), and increased purchase intentions (Pope 
and Voges 2000), and extends the market-based reactions to these types of agreements 
beyond those of abnormal returns to shareholder wealth as observed by Cornwell, Pruitt 
and Clark (2005), Miyazaki and Morgan (2001) and Farrell and Frame (1997).  From a 
managerial standpoint, the results suggest that firms should attempt to obtain a scarce 
marketing commodity, such as an official sports sponsorship, in order to create market-
based assets to influence the multitude of firm stakeholders, including consumers and 
investors. 
Overall Limitations 
 Despite the value of this dissertation to the theory and practice of market-based 
assets, there are limitations to these essays which would be well served to be addressed in 
future research.  The first limitation is set forth by the data set used in the essays.  The 
firms involved in the essays were firms who adopted official sports sponsorships; 
however, it wasn’t made clear in the study whether the firms also adopted other forms of 
marketing strategies outside of those hypothesized.  It would be empirically and 
theoretically useful in the future to examine the overall marketing strategies set forth by 
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each firm to determine their level of commitment or exclusivity to the official sports 
sponsorship medium.   
Despite the growing use of secondary data to examine the effects of marketing 
actions on firm financial metrics, it would be empirically and theoretically useful to test 
in conditions where the availability of data that comes from non-secondary data sources, 
(e.g., surveys, interviews with market makers, etc.).  Houston and Johnson (2000) assert 
that marketing scholars rarely utilize secondary data as proxies for marketing constructs, 
despite the widespread use in other academic disciplines, such as finance and economics, 
which are, in fact, preferred over self-report data (Day and Montgomery 1999).  Another 
major concern in the use of secondary data is validity issues (Churchill 1979).  Even 
though this is a well-recognized criticism, the use of secondary data can avoid some of 
the biases often associated with the gathering and use of sampling and survey-based 
methods.  Further, the use of secondary data can represent what Winer (1999) calls the 
ability to examine “real” decisions that have been made by “real” decision-makers in 
“real” environments. 
 Sponsorship has been a growing marketing medium over the past two decades, so, 
another limitation of this study is the time period of the official sponsorship 
announcements used, 1994-2008.  This was a time period of that experienced general 
overall economic growth in the marketplace as indicated by market indexes.  Despite the 
limitation of the time period examined, Steenkamp and Baumgartner (2000) observe that 
the utilization of homogenous data sets when utilizing longitudinal data is important.  The 




 An additional limitation of this study is that advertising expenditures were 
aggregated.  Due to the nature of reporting standards, this study was unable to 
disaggregate expenditures which are solely attributed to the official sports sponsorship.  
In addition to the inability to isolate the costs associated with the sponsorship agreement, 
this study was unable to account for the costs associated with leveraging and activating 
the sponsorships.  Cornwell (2008) states that these additional expenditures can be as 
much as 1 to 2 times the cost of the sponsorship itself, so, those expenditures would 
provide additional information to study the effort the firm has put on the promotion of the 
sponsorship. 
 Overall, this study contributes to the rapidly growing marketing-finance interface, 
showing that investments in strategic marketing investments can serve dual purposes; 
increasing of consumer-based measures and market-based measures as well.  This study 
also provides an incremental step in further explaining the relationship between firm 
advertising expenditures and firm financial metrics following the announcement of 
official sports sponsorship relationships.  This study also serves to add to the growing 
field of the marketing-finance interface and to encourage the further examination of the 
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